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The  picture  of  a  peaceful,  prosperous  world  in  which  all 
citizens  of  the  earth  enjoy  a  decent  standard  of  living  is  coining 
into  sharper  focus  as  the  newly  independent  states  of  the  former 
Soviet  Union  struggle  to  transform  their  forms  of  government  and 
economic  systems.  Cooperation  among  al]  nations  is  necessary  to 
make  this  picture  a  reality.  Under  the  able  leadership  of 
President  George  W.  Bush,  the  United  States  is  contributing  its 
fair  share.  His  outline  for  a  comprehensive  program  of  support  for 
these  newly  independent  nations  adds  significant  momentum  to  this 
movement . 

As  we  address  the  challenge  of  helping  to  build  market 
democracies  in  these  new  states,  a  key  element  is  the  active 
involvement  of  American  business.  The  Department  of  Commerce  will 
lead  the  way  in  forming  a  partnership  with  U.S.  business  to 
increase  investment  in  the  future  of  the  newly  independent  states. 

American  technology,  products,  and  know-how  can  help  solve  the 
most  pressing  economic  problems  in  the  new  states  and  to  develop  a 
stronger  basis  for  a  market  economy. 

This  is  not  altruism.  It  is  an  investment  in  our  future. 
Helping  build  strong  economies  in  the  new  states  will  contribute  to 
their  political  and  economic  stability.  These  efforts  also  will 
create  new  export  markets  for  American  goods  and  services  and 
generate  jobs  for  Americans. 

In  the  long  run,  the  new  states  will  comprise  what  could  be 
the  world's  fastest-growing  market,  a  market  in  which  U.S.  firms 
must  be  prominent  in  order  to  maintain  global  competitiveness. 

The  Commerce  Department's  report,  "Obstacles  to  Trade  and 
Investment  in  the  New  Republics  of  the  Former  Soviet  Union,"  will 
be  a  kjey  tool  to  help  American  businesses  increase  their  investment 
in  the  nations. 

In  addition  to  this  report,  I  have  appointed  an  internal  Task 
Force  to  identify  the  best  ways  the  Department  of  Commerce  can 
contribute  to  bringing  about  positive  change  in  the  former  Soviet 
Union.  I  have  directed  this  Task  Force  to  develop  an  action  plan 
for  employing  the  considerable  tools  we  have  at  Commerce  to  help 
develop  the  economies  of  these  new  democracies. 

As  we  embark  on  this  historic  journey,  the  Department  of 
Commerce  stands  ready  to  work  closely  and  continuously  with  U.S. 
business . 

Secretary  of  Commerce 
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I.  SUMMARY 


As  the  United  States  develops  ways  to  assist  the  new  nations  of  the  Commonwealth  of 
Independent  States  (CIS)  make  the  transition  to  market  democracies,  a  key  need  is  the 
immediate  involvement  of  American  business.  Rapid  increases  in  U.S.  trade  and  investment 
could  quickly  apply  American  technology,  products,  and  know-how  to  help  solve  the  most 
pressing  economic  problems  in  the  new  states  --  simultaneously  generating  new  jobs  and 
competitive  opportunities  for  the  American  economy  in  the  short  as  well  as  long  term. 

American  companies  are  very  interested  --  drawn  by  the  huge  potential  of  the  CIS’  internal 
market,  by  the  vast  raw  material  wealth  of  the  region,  and  by  a  conviction  that  they  can 
make  an  immediate  difference  in  the  region’s  standard  of  living,  thus  contributing  to  the 
stability  of  the  CIS  --  and  to  the  world.  American  companies  have  the  expertise  in  key 
sectors  important  to  the  development  of  new  market  economies  in  the  CIS  --  such  as 
agriculture,  food  processing,  transportation,  communications,  health  care,  energy,  and 
environment.  They  also  have  the  unique  experience  of  operating  in  an  economy  on  a 
continental  scale  comparable  to  the  CIS. 

But  they  are  deterred  by  the  chaotic  business  climate  and  enormous  political  and  economic 
risks  that  are  seen  as  disproportionate  to  the  likely  rewards.  As  a  result  U.S.  companies 
have,  on  their  own,  been  unwilling  to  commit  large  amounts  of  funds  for  investments;  and 
have  invested  only  about  $400  million  in  the  CIS.  By  comparison,  they  have  invested  over 
$1.3  billion  in  Hungary,  a  country  with  only  4%  the  population  of  the  CIS.  Discussions  with 
over  100  experienced  U.S.  companies  show  the  most  significant  barriers  in  the  CIS  as: 

1.  Instability  and  uncertainty  in  regulations  and  laws,  especially  huge  and 
unpredictable  changes  in  tax  rates. 

2.  Uncertain  ownership,  particularly  of  natural  resources,  compounded  by 
disputes  and  overlapping  jurisdiction  among  various  levels  of  government; 

3.  Currency  inconvertibility,  worsened  by  collapse  of  the  banking  system,  by 

regulations  making  countertrade  difficult,  and  by  unpaid  debts; 

✓ 

A:  Severe  lack  of  commercial,  legal,  and  market  information. 

.5.  High  cost  and  difficulty  of  establishing  offices;  serious  visa  restrictions 
and  internal  travel  difficulties. 

6.  Severe  physical  and  legal  infrastructure  problems; 

7.  Lack  of  a  normal  bilateral  commercial  relationship  between  the  United 
States  and  the  CIS  republics; 

8.  Shortcomings  in  U.S.  financial  and  commercial  support;  absence  of  a 
comprehensive  U.S.  business-government  partnership. 
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U.S.  companies  recognize  that  building  stable  market  economies,  property  rights,  a  complete 
commercial  law  and  regulatory  system,  and  a  fully  convertible  currency  situation  in  the  CIS 
countries  will  take  time.  Obtaining  macro-economic  stability  is  a  must.  They  believe, 
however,  that  in  the  interim  governments  could  take  steps  which  could  almost  immediately 
lessen  the  degree  of  uncertainty  and  reduce  the  risks  for  companies  --  thus  leading  to  a 
significant  upsurge  in  trade  and  investment. 


CIS  GOVERNMENT  ACTIONS  —  The  overarching  barriers  to  trade  and  investment  are  the 
lack  of  hard  currency  and  massive  unpredictability  in  the  commercial  environment  of  the 
CIS  countries.  Exports  are  stymied  by  the  absence  of  trade  financing  and  the  CIS  countries’ 
shortage  of  hard  currency  or  barterable  goods.  Barter  is  further  hampered  by  tax 
disincentives  . 

Firms  see  high  risks  and  costs  in  the  CIS  countries,  but  not  large  profits.  They  are 
concerned  that  CIS  governments  believe  the  opposite:  that  investors  face  little  risk  and  can 
make  huge  profits  overnight.  Firms  are  adamant  that  if  CIS  governments  want  foreign 
investment,  they  need  to  begin  seeking  to  attract  investors  and  to  take  steps  to  reduce  the 
risks  in  the  short  term  while  a  new  market  system  is  being  built.  Among  their  suggestions 
for  quick  action: 

1.  Guarantee  Contracts  --  Major  investments  need  questions  of  ownership  and 
contract  sanctity  to  be  settled,  particularly  in  natural  resources.  In  the  meantime, 
many  firms  would  invest  if  contracts  were  grandfathered  and  backed  by 
guarantees  or  commitments  to  the  U.S.  government  or  multilateral  organizations. 
An  international  arbitration  body  should  be  allowed  to  establish  branches  in  the 
CIS,  and  their  decisions  should  be  binding  on  companies  and  governments. 

2.  Grandfather  Tax  Regimes  --  Significant  investment  will  not  occur  as  long  as 
there  is  a  risk  of  radical  tax  increases  that  cannot  be  insured  against.  CIS  states 
should  grandfather  tax  regimes  and  offer  incentives  comparable  to  those  in  other 
countries. 

3.  Ease  Convertibility  Problems  --  While  moving  toward  convertibility,  CIS 
governments  should  facilitate  countertrade,  ease  use  of  currency  exchanges,  and 
offer  partial  convertibility  for  at  least  a  portion  of  profits  and  vitally  needed 
imports. 

4.  Establish  a  Sound  Banking  Regime  --  While  a  reliable  banking  system  is  being 
built,  companies  suggest  that  CIS  governments  permit  foreign  banks  to  enter  and 
provide  full  service  to  foreign  investors. 

5.  Arrangements  to  Pay  Existing  Commercial  Debts  --  Many  of  the  U.S.  companies 
most  experienced  in  the  CIS  market  will  not  do  further  business  until  the  debts 
owed  them  are  paid,  or  at  least  until  their  debts  are  acknowledged  and 
repayment  plans  are  made. 
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6.  Settle  Governmental  Jurisdiction  Questions  --  Companies  need  to  know  who  is 
authorized  to  sign  contracts,  issue  licenses,  etc.  Each  CIS  government  should 
establish  at  the  highest  level  an  investment  ombudsman  or  "Vice  President  for 
Foreign  Investment  to  eliminate  obstacles  to  individual  projects,  and  provide 
enforceable  guarantees. 

7.  Transparent  Laws  and  Directives  -  CIS  states  should  immediately  begin 
publishing  laws,  directives,  and  the  like  in  an  orderly  manner  through  a 
publication  such  as  the  U.S.  Federal  Register  or  the  EC’s  Official  Journal. 

8.  Eliminate  Visas  --  A  major  deterrent  to  business  travel,  visas  should  be 
eliminated  --  or  multiple  entry  visas  should  be  made  easily  available. 

U.S.  GOVERNMENT  ACTIONS  —  Action  to  decrease  uncertainty  and  risk  is  required  not 
just  on  the  part  of  CIS  governments,  but  by  the  U.S.  government  as  well.  Specifically, 
American  companies  see  U.S.  government  action  as  vital  in  four  areas: 

1.  Policy  Support  for  a  Normal  Commercial  Relationship.  U.S.  companies  believe 
that  if  it  is  U.S.  government  policy  to  encourage  them  to  risk  large  amounts  of 
their  resources,  the  U.S.  government  should  visibly  demonstrate  its  own  faith  in 
a  new  bilateral  relationship  --  with  trade,  investment,  and  tax  agreements;  and 
by  eliminating  the  pre-existing  political  restraints  on  commerce  with  the  region, 
such  as  the  Jackson-Vanik  Amendment  and  the  Byrd  and  Stevenson 
Amendments. 

2.  Sharing  the  Political  and  Financial  Risk.  Companies  seek  quick  extension  of 
Export-Import  Bank,  OPIC,  and  other  programs  that  will  provide  guarantees  for 
trade  and  investment.  Firms  look  for  these  programs  to  be  operated  in  a 
manner  and  scale  commensurate  with  the  challenge  --  programs  far  larger  than 
those  now  contemplated.  They  also  seek  terms  comparable  to  those  their 
competitors  can  obtain  from  their  governments. 

3.  Increased  Commercial  and  Information  Support.  Firms  need  the  huge 
information  gaps  to  be  filled  by  information  centers,  expanded  commercial 
services  at  embassies,  market  information,  and  cost-reducing  ways  to  explore 
commercial  opportunities. 

4.  U.S.  Business-Government  Partnership.  Given  the  large  role  of  CIS 
governments  in  commercial  matters,  U.S.  business  seeks  a  close  partnership  with 
the  U.S.  government  --  both  to  solve  problems  through  vehicles  such  as  Joint 
Commercial  Commissions  and  to  shape  a  goal-oriented  U.S.  public-private  effort, 
including  full  U.S.  business  involvement  in  assistance  efforts. 
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II.  INTRODUCTION 


In  his  December  1991  address  at  Princeton,  Secretary  of  State  Baker  stated  the 
Administration’s  intention  to  work  with  the  business  community  to  help  bring  American 
business  into  Russia,  Ukraine,  Kazakhstan,  Armenia  and  the  other  reforming  republics  of 
the  former  Soviet  Union.  To  better  assist  U.S.  firms  to  develop  trade  and  to  work  with  the 
Administration  on  assistance  to  this  region,  Secretary  Baker  called  for  a  thorough  review 
of  barriers  impeding  trade  with  and  investment  in  the  region.  The  purpose  of  this  step  is 
to  help  develop  mechanisms  to  eliminate  or  reduce  these  barriers  so  that  a  rapid  expansion 
of  U.S.  business  involvement  can  take  place. 

At  the  request  of  Deputy  Secretary  of  State  Eagleburger,  from  mid-January  through 
mid-February,  1992,  the  U.S.  Department  of  Commerce  organized  six  roundtable  sessions 
with  business  groups  knowledgeable  about  the  barriers  and  the  difficulties  of  doing  business 
in  Russia  and  the  other  Independent  States. 

Chaired  by  Assistant  Secretary  of  Commerce  Dr.  Thomas  Duesterberg,  the  roundtables  were 
held  with:  the  American  Committee  on  U.S.-Soviet  Relations,  the  U.S.  Chamber  of 
Commerce,  the  U.S.  Council  on  International  Business,  the  National  Association  of 
Manufacturers,  the  National  Foreign  Trade  Council,  and  the  Trade  and  Economic  Council. 
To  focus  on  the  problems  of  smaller  companies,  a  special  panel  was  held  with  American 
small  and  medium  sized  firms. 

Representatives  from  the  following  U.S.  government  agencies  participated:  Department  of 
State,  Office  of  the  U.S.  Trade  Representative,  National  Security  Council,  Agency  for 
International  Development  (AID),  Export-Import  Bank,  Overseas  Private  Investment 
Corporation  (OPIC),  and  the  U.S.  Trade  and  Development  Program  (TDP). 

In  addition,  the  Capital  Goods  Industry  Sector  Advisory  Committee  (ISAC  2)  held  a  special 
meeting  with  U.S.  government  agencies  to  offer  advice,  U.S.  government  agencies 
participating  in  the  interagency  Trade  Promotion  Coordinating  Committee  Subgroup  on 
Eastern  Europe  and  the  CIS  provided  input,  and  the  U.S.  Commercial  Office  at  the  U.S. 
Embassy  in  Moscow  conducted  a  roundtable  with  American  firms  having  offices  in  Moscow. 


In  all,  close  to  100  companies  and  key  associations  participated  in  this  study.  The  review 
was  conducted  primarily  with  companies  already  operating  in  the  CIS.  Relatively  few  U.S. 
companies  are  presently  operating  there,  which  in  itself  reflects  the  existence  of  barriers. 
The  following  report  is  a  summary  of  the  findings  of  these  roundtables.  The  comments, 
opinions  and  recommendations  are  solely  those  of  the  participating  companies,  not 
government  officials. 
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III.  BARRIERS  IN  THE  COMMONWEALTH  OF  INDEPENDENT  STATES 


As  Russia  and  the  other  new  states  formerly  comprising  the  Soviet  Union  grapple  with  the 
enormous  difficulties  of  creating  market  economies,  they  find  themselves  with  obsolete 
production  facilities,  huge  inefficient  state-owned  monopoly  producers,  almost  nonexistent 
wholesale  structures,  archaic  telecommunications  systems,  inadequate  transportation  and 
distributions  systems,  and  other  equally  serious  difficulties. 

Private  businesses  in  Western  countries,  not  governments,  have  the  technology  and 
know-how  that  is  needed  to  solve  these  problems.  American  companies  in  particular  have 
the  systems  knowledge  of  how  to  operate  production  and  distribution  in  a  coast-to-coast 
continental  economy.  U.S.  company  investment  could  quickly  begin  making  visible 
improvements  in  vital  areas  such  as  food  distribution,  energy  production  and  conservation, 
and  defense  conversion.  U.S.  investment  could  also  increase  production  that  could  be 
exported  for  foreign  exchange  to  increase  vitally  needed  imports.  U.S.  industry  would 
benefit  directly  with  increased  U.S.  production  and  jobs. 

While  there  has  been  a  huge  increase  in  U.S.  company  interest,  there  has  not  been  a 
commensurate  increase  in  the  actual  flow  of  trade  or  investment.  Trade,  while  growing, 
remains  small.  U.S.  companies  have  not  had  the  same  sort  of  trade  support  as  European 
companies;  and  the  U.S.  share  of  manufactured  imports  into  the  CIS  is  less  than  4%.  U.S. 
investment  has  been  small  as  well,  totalling  perhaps  $400  million.  Unlike  U.S. 
manufactured  exports,  however,  this  figure  compares  favorably  to  other  countries,  for  other 
Western  firms  have  also  invested  relatively  little.  Small  as  U.S.  investment  has  been, 
American  companies  rank  among  the  top  three  investors  in  the  former  USSR  (along  with 
Germany  and  Finland).  The  investment  climate  has  deterred  everyone. 

The  uncertainty  of  the  situation  in  the  CIS,  even  more  than  the  lack  of  market  laws  and 
structures  or  information  and  telecommunications,  presents  the  greatest  barrier  to  trade  and 
investment  in  the  Soviet  Union.  A  great  risk  firms  must  face  is  the  stability  of  the  present 
governmental  systems  in  the  CIS  countries.  How,  they  ask,  can  they  risk  large  dollar 
investments  when  a  new  government  could  come  in  and  disavow  all  the  agreements  that  had 
been  reached? 

Firms  can  operate  under  many  commercial  constraints  under  difficult  situations,  and  they 
do  in  many  places  in  the  world.  But  they  cannot  operate  without  the  certainty  that  the 
people  and  organizations  they  deal  with  have  the  authority  to  commit  resources  and  that 
contracts  entered  into  have  a  reasonable  chance  of  being  carried  out  under  specified 
conditions.  The  lack  of  certainty  is  the  overarching  theme  in  companies’  assessment  of  the 
barriers  to  trade  and  investment  in  the  CIS.  Lacking  this  certainty,  companies  have  been 
unwilling  to  commit  large  amounts  of  stockholder  funds. 
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Furthermore,  there  are  numerous  concrete  examples  of  U.S.  firms  that  have  either 
completed  contracts  and  then  seen  changes  in  laws,  regulations  or  terms  that  invalidated  the 
contract,  or  of  firms  that  couldn’t  get  a  final  contract  due  to  changes  in  bureaucracy,  laws, 
or  jurisdictions.  Such  examples  are  frequent  enough  to  serve  as  a  real  deterrent  to  even 
the  hardiest  risk-taker. 


A.  INSTABILITY  AND  UNCERTAINTY  OF  LAWS  AND  REGULATIONS 

Among  the  most  serious  obstacles  holding  back  American  and  other  Western  investment  is 
the  chaotic  situation  in  government  rules  affecting  business.  The  CIS  republics  are  in  a  state 
of  flux,  having  abandoned  the  rules  and  procedures  of  the  former  centrally  directed 
economy,  but  not  yet  having  adopted  or  implemented  the  laws  and  institutions  necessary  for 
market  economies  to  function.  They  have  bodies  of  conflicting,  overlapping,  and  rapidly 
changing  laws  decrees  and  regulations  affecting  domestic  and  international  commerce. 
Rather  than  offering  contract  and  property  protection  allowing  business  to  take  place,  the 
regulations  tend  to  support  an  ad-hoc  and  unpredictable  approach. 

Regulations  and  directives  seem  to  be  promulgated  daily,  many  of  them  contravening  those 
announced  only  weeks  earlier.  The  regulations  are  inadequately  communicated,  understood, 
and  enforced.  They  proliferate  rapidly  as  governments  become  aware  of  individual 
problems  and  attempt  to  fix  them  by  special  decrees  that  may  conflict  with  other  rules  and 
may  discriminate  in  favor  of  one  enterprise  at  the  expense  of  others. 

In  this  environment,  negotiations  and  contracts  for  export  sales  or  investments  are  complex 
and  protracted.  In  the  absence  of  commonly  accepted  and  enforceable  commercial  codes, 
each  contract  must  embody  the  basic  provisions  of  such  codes.  Contracts  must  likewise  seek 
to  protect  the  firm  against  the  kinds  of  contingencies  which  might  arise  in  such  a  fluid 
situation. 

Confused  and  overly  rapid  application  of  laws  and  decrees  (often  on  a  retroactive  basis  with 
no  grandfathering  provisions)  makes  long-term  and  even  short-term  business  planning 
virtually  impossible.  Almost  everything  has  to  be  decided  by  CIS  governments  as  an 
exception  to  the  rules.  A  U.S.  representative  in  Moscow  expressed  a  common  view: 
"Consistency  in  law  and  policy  making,  even  if  the  laws  and  policies  are  not  altogether 
favorable,  is  better  than  ad-hoc  decision  making." 

Lack  of  transparency  compounds  problems  created  by  fluidity  of  laws.  Without  exception, 
U.S.  companies  stressed  there  was  no  way  to  keep  up  with  the  flow  of  laws  and  decrees  - 
no  timely  way  to  learn  what  rules  had  to  be  complied  with.  There  is  no  official  central 
source  such  as  the  U.S.  Federal  Register  or  Polish  Dziennik  Ustaw  where  enacted  laws  are 
published  or  even  regularly  available.  Companies,  law  firms,  and  the  U.S.  embassy  must 
expend  large  amounts  of  time  going  from  ministry  to  ministry  trying  to  find  who  might  have 
a  copy  of  an  applicable  law.  Some  decrees  and  regulations  are  even  treated  as  internal 
documents  and  are  not  made  available  to  the  public. 
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Uneven  implementation  of  laws  creates  further  complications.  Various  officials  and 
jurisdictions  interpret  and  apply  regulations  with  little  consistency.  The  lack  of  transparency 
of  laws  and  regulations  is  as  great  a  problem  for  officials  of  CIS  governments  as  it  is  for 
Western  companies.  Officials  frequently  have  no  way  of  staying  abreast  of  current  laws  and 
policies. 

When  officials  make  decisions  based  on  the  best  available  information,  these  decisions  can 
often  be  wrong  or  illegal,  hence  leading  to  their  being  overruled  at  another  level  of 
government.  Simple  lack  of  information  is  a  great  deterrent  to  business  in  this  situation. 

However,  it  is  not  unusual  to  find  laws  that  are  on  the  books  and  well  known  being  ignored 
by  government  officials  or  applied  unevenly.  This  makes  it  extremely  difficult  for  American 
companies  to  feel  confident  about  the  environment  in  which  they  are  operating.  For 
example,  a  law  exists  which  sets  the  price  at  which  land  leases  are  granted,  yet  city  officials 
who  want  to  negotiate  leases  to  their  advantage  with  Western  companies  do  not  follow  the 
law  as  written.  It  is  common  to  find  widely  varying  degrees  of  knowledge  and  enforcement 
of  laws  by  government  officials.  Customs  officials  were  particularly  cited  in  this  regard. 
One  American  business  representative  expressed  it  this  way:  "The  whole  system  exists  in 
order  to  get  around  the  system." 

Sudden  and  Arbitrary  Tax  Changes 

No  other  aspect  of  uncertainty  is  as  large  a  barrier  to  U.S.  companies  as  taxes,  and  this  is 
the  area  most  in  need  of  immediate  attention.  The  varieties  and  rates  of  taxes  have  been 
changed  repeatedly  and  radically,  generally  with  no  warning,  and  sometimes  retroactively. 
An  investment  project  that  makes  sense  under  one  tax  regime  obviously  can  become 
unprofitable  or  even  unworkable  if  the  tax  rate  were  suddenly  to  double  or  to  be  paid  in 
hard  currency  rather  than  local  currency.  Examples  of  the  negative  impact  on  business 
abound. 

One  oil  field  manager  characterized  a  40  percent  export  tax  on  oil  imposed  by  Russia 
as  of  January  1  as  "the  difference  between  a  rate  of  return  which  makes  an  investment 
viable,  and  one  that  does  not." 

A  major  cigarette  manufacturer  noted  that  their  contract  to  supply  product  "went  up 
in  smoke"  with  the  institution  of  a  new  1,000  percent  tax  on  U.S. -type  cigarettes,  even 
though  their  contract  had  been  signed  before  the  tax  was  introduced. 

Tax  rates  tend  to  be  high,  and  companies  fear  assessments  are  likely  to  increase  as 
revenue-starved  new  governments  search  for  easy  targets  for  added  funds.  A  60  percent 
personal  income  tax  on  foreign  residents  in  Russia  until  now  could  be  paid  in  rubles  which, 
at  favorable  exchange  rates,  cut  the  effective  tax  rate  to  about  6  percent.  Now,  companies 
fear  that  the  Russians  are  considering  requiring  this  tax  be  paid  in  dollars.  All  companies 
agree  that  if  such  a  law  is  implemented,  it  would  drive  them  out  of  the  market. 
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Foreign  companies  are  being  faced  with  an  apparently  unending  series  of  new  taxes  and 
duties  which  are  introduced  with  little  or  no  warning,  and  are  unevenly  and  arbitrarily 
applied.  For  example: 

On  December  31,  1991,  the  Russian  government  imposed  new  export  taxes  payable 
in  hard  currency  rather  than  rubles.  The  highest  rates  apply  to  raw  and  processed 
materials  -  ranging,  for  example,  from  $35  per  ton  ($5  per  barrel)  on  oil  through  $114 
per  ton  on  lubricants  to  over  $1000  per  ton  on  mineral  waxes. 

Retroactive  import  taxes  ranging  up  to  1,000  percent  likewise  were  imposed  in  March 
1991.  Despite  President  Yeltsin’s  February  1992  decree  announcing  suspension  of 
import  duties  for  several  months,  U.S.  companies  have  reported  that  Russian  customs 
agents  are  sometimes  requiring  payment  of  these  taxes. 

A  December  30,  1991  decree  requires  all  enterprises  to  "sell"  10  percent  of  hard 
currency  revenue  from  all  sources  to  the  central  government  at  a  "market  rate" 
(currently  about  110  rubles  per  dollar),  and  enterprises  with  less  than  30  percent 
foreign  ownership  must  "sell"  an  additional  40  percent  of  hard  currency  export  revenue 
(excluding  revenue  from  export  of  manufactured  goods)  at  a  "commercial  rate" 
(one-half  the  market  rate-currently  55  rubles  per  dollar). 

A  32  percent  profit  tax  and  a  37  percent  wage  tax  have  been  recently  imposed.  These 
jeopardize  the  expected  profitability  of  many  joint  ventures  which  had  been  based  in 
part  on  a  Soviet  tax  holiday  for  joint  ventures  with  more  than  30  percent  foreign 
ownership. 

Finally,  there  is  a  new  28  percent  Value  Added  Tax  (VAT)  on  most  goods  purchased 
in  Russia  (recently  reduced  to  15  percent  on  some  foods). 

Company  Suggestions 

Recognizing  that  a  stable  system  of  business  regulation  and  taxation  will  take  time  to  evolve, 
companies  nonetheless  stressed  that  without  short  term  steps  to  reduce  uncertainty  and  risk, 
large  investments  were  impossible.  They  urged  consideration  of  pragmatic  steps  in  the  short 
term  to  reduce  uncertainty  and  risk,  including: 

Lower  the  risk  by  "grandfathering"  investments.  Companies  suggested  that  especially 
in  natural  resource  areas,  investors  would  be  more  interested  if  they  knew  they  would 
be  able  to  function  under  the  rules  in  existence  at  the  time  the  investment  was  made. 
This  is  particularly  important  with  respect  to  taxes.  Western  government  political  risk 
guarantees,  for  example,  do  not  protect  investors  against  changes  in  tax  regimes. 
Decrees  or  parliamentary  laws  could  grandfather  an  investment,  protecting  it  against 
any  new  tax  or  other  laws  or  rules  that  could  lower  its  profitability.  It  was  pointed  out 
that  the  earlier  USSR  investment  law  contained  provision  for  such  grandfathering, 
although  no  one  could  point  to  instances  in  which  that  provision  had  been  applied. 
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Guarantee  investments.  Another  way  of  reducing  risk,  firms  suggested,  would  be  for 
commitments  to  be  made  to  Western  governments  or  multilateral  institutions  which 
would  penalize  the  CIS  government  if  it  impaired  a  foreign  investment,  or  that  would 
allow  the  Western  institution  to  compensate  the  investor,  converting  the  financial 
liability  to  a  governmental  obligation  the  CIS  would  owe. 

Arbitration.  It  was  suggested  that  the  republics  should  invite  an  international 
arbitration  body  such  as  the  International  Chamber  of  Commerce  to  establish  local 
facilities  to  adjudicate  disputes.  The  arbitrator  could  be  written  into  contracts  which, 
by  decree  or  law,  would  be  binding  on  the  CIS  government  as  well  as  the  Western 
investor  --  simultaneously  decreasing  uncertainty  and  the  cost  of  settling  disputes. 

J 


B.  UNCLEAR  OWNERSHIP;  JURISDICTIONAL  DISPUTES 

Companies  also  are  frequently  stymied  by  uncertainty  over  who  is  in  control  and  with  whom 
they  should  be  dealing.  One  of  the  most  common  barriers  raised  was  that  it  is  frequently 
unclear  which  republic  organization  needs  to  approve  a  transaction.  This  is  of  particular 
concern  when  the  transaction  involves  a  sizable  Western  investment  based  on  commitment 
of  republic  natural  resources. 

Companies  cited  cases  in  which  projects  are  reviewed  many  times  by  the  same  or  different 
levels  of  government,  frequently  with  varying  criteria  and  demand  for  reopening 
negotiations.  Many  companies  had  instances  to  relate  in  which  they  had  to  negotiate  with 
local,  regional,  and  central  government  officials  as  well  as  with  individual  enterprises  -- 
constantly  going  back  and  forth  while  the  various  levels  of  government  argued  among 
themselves  as  to  who  had  ownership  and  what  their  cut  of  the  profits  and  hard  currency 
should  be.  These  negotiations  are  further  complicated  by  levels  of  government  citing 
different  --  and  often  conflicting  --  laws  and  decrees. 

One  firm  told  that  while  hosting  the  Russian  minister  of  their  industry  in  the  United  States 
they  received  a  telex  from  several  regional  enterprises  informing  them  that  they  should  not 
be  dealing  with  the  Minister  but  directly  with  the  enterprises.  The  Ministry,  on  the  other 
hand,  was  informing  the  company  that  only  it  could  approve  and  license  any  agreement. 
This  raised  severe  concerns  that  contracts  signed  with  one  organization  may  not  be  honored 
by  successor  organizations  as  the  reform  process  continues. 

Firms  are  concerned  that  they  may  expend  considerable  amounts  time  and  money  on  a 
venture  only  to  find  that  a  key  organization  which  needed  to  be  involved  was  not.  This  was 
an  issue  of  particular  concern  to  smaller  companies  which  do  not  have  the  funds  to  work 
with  every  level  of  authority  to  be  sure  that  everyone  who  might  be  needed  is  included  in 
the  process. 
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Company  Suggestions 

Investment  Ombudsman.  Quite  a  number  of  firms  suggested  that  a  workable 
short-term  solution  to  the  organizational  confusion  and  overlap  would  be  the 
establishment  in  each  republic  of  an  office  reporting  directly  to  the  President,  whose 
job  would  be  to  facilitate  business.  They  suggested  a  "Vice  President  for  Business 
Development"  who  could  solve  problems  related  to  jurisdictional  disputes,  resource 
ownership,  and  other  administrative  problems.  Decrees  of  the  President  could  then 
lock  in  and  grandfather  the  investment.  Key  to  success  would  be  that  this  person  be 
reputable  and  respected  by  republics  and  by  industry  and  that  he  have  the  necessary 
authority  and  enforcement  capability. 

Clear,  Fair,  and  Enforceable  Natural  Resource  Law.  Noting  that  many  of  the  largest 
potential  investments  would  be  in  the  energy,  forestry,  metals,  and  other  natural 
resource  areas,  companies  urged  that  priority  be  placed  on  ownership  and  exploitation 
rights,  and  that  such  laws  clearly  and  in  an  enforceable  manner  lay  out  the  respective 
roles  of  various  parts  of  government  to  end  the  bickering  that  has  been  holding  back 
investment. 

C.  CURRENCY  INCONVERTIBILITY  AND  FINANCIAL  ILLIQUIDITY 

The  financial  illiquidity  and  instability  of  the  CIS  republics  is  also  one  of  the  most  serious 
barriers  to  trade  and  investment  --  for  exports  to  the  CIS  it  is  probably  the  single  most 
important  barrier.  While  the  absolute  shortage  of  hard  currency  is  a  problem,  the  more 
significant  problem  is  the  absence  of  a  system  to  allocate  the  available  amounts.  The 
collapse  of  the  central  hard  currency  bank,  the  Vneshekonombank  (VEB),  is  of  great 
concern  to  all  firms,  both  large  and  small.  Hard  currency  holdings  of  Western  companies 
were  frozen,  a  development  which  has  had  a  chilling  effect  on  company  trust  in  the  existing 
banking  system.  One  small  company  said  that  they  didn’t  know  where  to  keep  the  hard 
currency  they  earned  anymore,  and  were  forced  to  keep  it  in  a  safe  in  their  office.  Another 
noted  that  under  current  practice  in  Russia  a  Deputy  Premier’s  approval  is  required  for  hard 
currency  withdrawals  over  $1000. 

Perhaps  most  importantly,  the  general  lack  of  hard  currency  prevents  key  industries,  such 
as  oil  and  gas,  from  importing  equipment  which  can  raise  production  and  in  turn  generate 
hard  currency  and  investment  necessary  to  jump-start  the  economy. 

The  virtually  complete  failure  of  payment  mechanisms  in  the  Independent  States  has  made 
it  very  difficult  for  many  U.S.  companies  and  their  partners  to  conclude  new  business.  In 
addition  to  falling  into  payments  arrears,  VEB  recently  stopped  paying  off  its  own  letters 
of  credit.  As  a  result,  companies  can  no  longer  do  business  on  the  basis  of  open  account 
or  letters  of  credit,  the  basic  way  in  which  billions  of  dollars  of  Soviet  purchases  were 
financed  in  recent  years.  The  only  alternatives  are  barter  or  advance  payment,  which  is 
unlikely  because  of  illiquidity. 
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Illiquidity  is  forcing  a  return  to  barter,  an  inefficient  means  of  doing  business,  and  one 
foreign  to  most  American  companies.  The  Russian  State  Statistical  Committee  reports  an 
increase  in  barter  to  a  turnover  of  about  $4  billion,  or  about  5  percent  of  trade,  a  50  percent 
increase  over  the  previous  year. 

U.S.  companies  said  that  while  they  were  generally  willing  to  consider  countertrade  in  order 
to  get  around  the  hard  currency  issue,  it  is  no  longer  clear  who  has  control  of  countertrade 
goods.  One  company  told  of  their  experience  of  negotiating  countertrade  agreements  with 
three  different  organizations,  only  to  learn  later  that  all  three  were  committing  the  same 
basket  of  goods. 

Instability  and  multiplicity  of  exchange  rates  is  of  considerable  concern  as  well,  especially 
the  continued  practice  of  setting  separate  rates  for  investments.  Companies  generally  agreed 
that  one  exchange  rate,  even  if  fluctuating,  is  better  than  dealing  with  many  different  rates. 
Most  pointed  to  the  impossibility  of  dealing  with  a  situation  in  which  dollars  brought  into 
the  CIS  are  valued  at  1.8  rubles,  while  converting  rubles  into  dollars  took  place  at  100  rubles 
to  the  dollar  or  more.  They  agreed  that  if  their  investment  dollars  could  be  converted  at 
the  same  rate  coming  in  as  their  repatriated  profits  going  out,  investment  would  be  more 
practical. 

Payment  Arrears 

A  number  of  companies  noted  that  numerous  republic  organizations  have  fallen  into 
payment  arrears  and  suggested  that  U.S.  assistance  funds  should  be  tied  to  a  commitment 
by  the  republic  governments  to  settle  these  payment  arrearages.  Payment  arrears  were  a 
particularly  important  issue  for  smaller  and  medium  sized  companies.  A  number  of  smaller 
firms  are  very  hard  pressed  by  payment  delays.  Thirty-five  firms  are  currently  on  the 
Commerce  Department’s  list  of  companies  which  have  requested  U.S.  government  assistance 
in  collecting  arrearages  totalling  over  $100  million.  Some  of  these  payments  are  overdue 
by  two  years. 

These  companies  had  done  business  in  good  faith  with  entities  that  under  the  USSR  were 
government  owned.  These  entities  or  their  successors  still  exist,  and  many  would  be  willing 
to  pay  their  commercial  debts  if  they  had  access  to  hard  currency.  The  foreign  trade  bank 
refuses  to  consider  allocating  hard  currency  because  the  debts  are  commercial  and  were  not 
guaranteed  by  the  former  hard  currency  bank.  Hence  the  companies  are  caught  in  a 
bureaucratic  tangle. 

These  are  exactly  the  companies  that  Russia  and  the  other  new  states  need,  for  they  are 
the  most  experienced  and  flexible  companies.  They  have  the  know-how  to  generate  two-way 
business  quickly,  but  they  are  unable  and  unwilling  to  do  so  until  provision  is  made  for 
paying  the  existing  debts.  This  failure  to  pay  calls  the  financial  reliability  of  the  new  states 
into  question  in  the  eyes  of  many  companies,  particularly  since  there  has  not  been  even  an 
acknowledgment  that  these  debts  are  valid  or  that  any  attempt  will  be  made  to  repay  them. 
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Company  Suggestions 

IMF  Stabilization  Program.  Companies  saw  the  immediate  implementation  of  such 
a  program  as  the  key  to  financial  and  monetary  stability  and  urged  all  parties  to  move 
as  quickly  as  possible  to  allow  such  a  program.  Companies  hoped  this  would  lead  to 
a  stabilization  fund  and  at  least  partial  ruble  convertibility. 

Foreign  Banking.  Companies  urged  that  while  a  stable  and  trustworthy  banking  system 
is  being  constructed,  the  CIS  governments  should  invite  U.S.  and  other  foreign  banks 
to  open  branches  to  provide  the  full  range  of  banking  services  needed  by  foreign 
investors,  and  that  these  banks  be  given  whatever  guarantees  are  needed  to  function 
outside  the  instability  of  government  financial  regulations  that  is  now  the  case. 

Settle  Existing  Commercial  Debts.  Many  companies,  and  practically  all  the  smaller 
ones,  urged  immediate  action  on  the  part  of  Russia  in  particular  to  make 
arrangements  to  settle  the  commercial  debt  still  outstanding  to  U.S.  companies.  They 
suggested  that  the  governments  assume  sovereign  responsibility  for  these  debts  and 
make  the  first  priority  for  new  borrowing  being  payment  of  these  debts  to  encourage 
companies  to  return  to  doing  business  with  them. 

Facilitate  Countertrade.  In  the  absence  of  ruble  convertibility,  companies  see  barter 
and  other  forms  of  countertrade  as  a  workable,  if  unpalatable,  way  of  being  paid  for 
exports  or  for  investment  returns.  They  suggest  special  attention  be  paid  to  enabling 
such  countertrade,  by  establishing  a  special  facilitating  office,  by  eliminating  export 
licenses  on  countertrade,  and  by  enabling  broader  and  more  legally  clear  use  of 
commodity  exchanges  as  a  means  of  converting  earned  rubles  into  exportable 
commodities. 

A  number  of  companies  recommended  that  Russia  or  other  states  offer  to  place  hard 
currency,  energy  production  assets,  or  other  exportable  product  or  assets  in  escrow 
accounts  abroad  to  begin  establishing  a  currency  stabilization  fund  to  be  joined  by 
Western  financial  assistance  funds  as  they  became  available. 


D.  LACK  OF  COMMERCIAL,  MARKET,  AND  LEGAL  INFORMATION 

Lack  of  information  on  the  various  independent  state  and  regional  markets,  individual 
enterprises,  and  officials  is  also  a  hindrance  to  trade  and  investment,  particularly  for  smaller 
and  medium-sized  companies.  Firms  noted  that,  while  in  the  past  regional  information 
wasn’t  necessary  because  sales  were  made  to  Moscow  ministries,  now  they  need  help  in 
finding  their  partners  outside  of  Moscow. 
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Companies  need  market  information  on  regional  resource  strengths  and  needs,  per  capita 
economic  data  by  region,  information  on  transportation  and  telecommunication 
infrastructure,  and  information  on  short-term  availability  of  hard  currency  or  countertrade 
goods.  Keeping  up  with  changing  foreign  trade  regulations  is  another  formidable  challenge. 
Companies  expressed  frustration  at  the  lack  of  any  single  source  of  information  about 
licensing  requirements,  tariffs,  foreign  exchange  availability,  and  the  like. 

Most  importantly,  they  need  help  in  finding  and  evaluating  potential  business  partners, 
particularly  outside  of  Moscow  --  Siberia  and  the  far  east  are  problems  of  special  difficulty. 
Many  firms  pointed  out  that  there  is  no  systematic  way  of  seeking  potential  business 
partners  other  than  by  travelling  to  the  CIS  for  repeated  visits.  They  know  there  are 
potential  partners  with  good  technology  or  other  assets,  but  have  no  clearinghouse  or 
information  system  to  locate  them.  Companies  also  pointed  to  the  almost  total  lack  of 
business  reputation  information.  How,  they  ask,  can  they  do  business  when  they  can’t  find 
out  if  their  prospective  partner  is  a  legitimate  enterprise? 

Most  companies  want  a  reliable  source  of  information  not  only  in  Moscow  and  the  other 
capitals,  but  in  the  United  States  as  well.  They  pointed  to  the  role  of  governments  here, 
noting  particularly  the  small  U.S.  government  commercial  information  and  assistance  effort. 
Several  companies  related  that  the  best  sources  of  commercial  information  were  other 
Western  embassies,  who  had  placed  far  larger  commercial  staffs  in  the  CIS  capitals  and 
outside  the  capitals  to  obtain  commercial  and  economic  information. 

Legal  information  is  another  serious  problem.  Companies  pointed  out  that  there  is  no  way 
of  finding  out  what  laws  and  regulations  are  in  effect.  They  have  to  expend  considerable 
resources  in  Moscow,  Kiev,  or  the  other  capitals  trying  to  get  information  --  frequently 
working  only  from  rumors. 

Company  Suggestions 

The  Russian  and  other  republic  governments  should  translate  and  make  new  laws 
widely  available  to  U.S.  and  other  foreign  companies.  It  was  suggested  that  the  U.S. 
government  could  work  with  the  republics  in  developing  a  "Federal  Register"  type  of 
system  to  communicate  laws  and  regulations  to  the  public. 

Information  Centers.  A  common  suggestion  was  that  the  CIS  governments  work  with 
the  U.S.  government  to  set  up  information  centers  in  the  republics  and  in  the  United 
States.  Companies  also  suggested  large  increases  in  U.S.  commercial  and  economic 
staff  in  the  republics,  including  outside  the  capitals,  to  develop  commercial, 
demographic,  and  marketing  information. 
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Technical  Assistance.  Companies  suggested  the  U.S.  government  work  with  both 
republics  and  local  governments  to  help  develop  market-style  rules  and  regulations. 
Staff  from  key  regulatory  agencies  could  work  with  their  developing  civil  service 
counterparts  in  the  CIS  to  help  them  evolve  competition  laws  and  illustrate  how  to 
regulate  commerce  without  excessively  restricting  it. 


E.  COST  AND  DIFFICULTY  OF  DOING  BUSINESS 

The  cost  and  difficulty  of  doing  business  in  and  with  the  CIS  states  is  in  itself  a  significant 
deterrent.  While  companies  understand  that  office  space,  internal  transportation,  and  other 
elements  of  doing  business  are  not  easy  to  fix,  they  do  not  understand  why  visas  have  to 
remain  the  hindrance  that  they  are.  All  companies,  but  especially  small  and-  medium-sized 
firms  that  do  not  have  resident  offices,  find  it  difficult,  time  consuming,  and  costly  to  obtain 
visas  for  their  executives  to  visit  Russia  or  the  other  countries.  Many  companies  felt  that 
business  had  been  hampered,  and  in  some  cases  lost  as  a  result  of  visa  problems. 

Russia  and  other  CIS  states  generally  require  a  business  visitor  to  have  an  invitation  from 
a  local  institution  before  a  visa  will  be  issued.  This  poses  particular  problems,  causing  delays 
for  established  companies  and  preventing  new-to-market  firms  from  undertaking  exploratory 
visits.  While  multiple-entry  visas  are  available  for  those  traveling  on  a  frequent  basis,  the 
availability  of  these  visas  is  limited  and  the  procedures  are  burdensome. 

There  also  is  widespread  confusion  over  whether  there  are  visa  requirements  in  countries 
other  than  Russia.  To  date,  it  remains  possible  to  travel  throughout  the  12  states  of  the 
former  Soviet  Union  on  a  "Soviet"  or  "Russian"  visa  when  the  first  entry  is  into  Russia.  For 
direct  entry  into  other  countries,  procedures  are  still  evolving.  The  concern  is  that  rather 
than  dropping  visa  requirements,  each  of  the  12  new  states  may  develop  its  own  visa  system. 

Office  space  is  extremely  limited  in  Moscow  and  other  major  cities.  What  space  is  available 
is  extremely  costly.  Many  firms  that  would  consider  opening  offices  in  Russia  or  the  other 
independent  states  are  deterred  from  doing  so  by  these  factors.  Business  that  might  occur, 
both  trade  and  investment,  is  being  lost. 

Company  Suggestions 

Visas.  Eliminating  business  visas,  or  at  least  making  multiple-entry  visas  extremely 
easy  to  obtain,  was  one  of  the  most  frequent  suggestions  made  by  companies 
participating  in  this  exercise.  U.S.  firms  view  the  visa  procedures  as  an  anachronism 
that  needlessly  complicates  business  prospects. 
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Office  Space.  Russia  and  the  other  countries  could  attract  an  increased  number  of 
firms  to  explore  business  prospects  if  they  would  convert  some  existing  buildings  into 
U.S.  business  centers  or  foreign  business  centers.  Companies  expressed  the  hope  that 
CIS  governments  would  make  a  special  effort  to  provide  temporary  as  well  as 
permanent  space.  A  common  observation  was  that  space  should  be  available  since 
presumably  many  former  USSR  ministry  buildings  and  communist  party  buildings  were 
now  unoccupied. 


F.  SEVERE  INFRASTRUCTURE  PROBLEMS 

Most  companies  emphasized  that  the  weak  transportation  and  telecommunications 
infrastructure  hamper  business.  Companies  are  concerned  that  further  rifts  between 
republics  will  result  in  greater  problems  with  regard  to  internal  travel  and  cargo  movements. 

"How  can  you  do  business  if  you  can’t  even  communicate?"  was  a  frequently  heard  question. 
The  telecommunications  system  was  viewed  as  a  significant  obstacle  to  trade,  technology 
transfer,  and  investment.  Companies  noted  that  U.S.  and  other  telecommunications 
companies  were  beginning  to  provide  cellular  systems  in  some  of  the  largest  cities.  But  they 
expressed  concern  about  communicating  with  such  important  new  sites  such  as  Tyumen,  in 
oil-rich  Siberia. 

Aeroflot’s  safety  record  and,  more  recently,  its  unreliability  as  a  result  of  fuel  shortages  is 
also  having  its  affect  on  trade.  A  healthcare  company  representative  noted,  for  example, 
that  her  firm  no  longer  permitted  travel  on  Aeroflot  because  of  its  safety  record.  As  a  result 
their  efforts  were  to  be  concentrated  in  Moscow,  St.  Petersburg  and  Kiev,  all  reachable  by 
train. 

Intellectual  Property 

A  necessary  underpinning  for  modern  manufacturing  and  business  is  the  protection  of 
intellectual  property  rights  for  patents,  copyrights  and  trademarks,  as  well  a  system  of 
industrial  standards.  Intellectual  property  protection  (IPR)  in  the  old  Soviet  Union  poses 
many  problems,  especially  for  leading  edge  technologies  such  as  pharmaceuticals  or 
semiconductor  or  computer  chip  mask  works  and  sound  recordings.  Weak  IPR  also  hinders 
purchase  or  joint  utilization  of  Soviet  inventions,  something  that  will  inhibit  our  efforts  to 
assist  defense  conversion. 

As  one  business  representative  trying  to  buy  Soviet  technology  stated: 

"They  don’t  understand  intellectual  property  as  we  do;  often  they  don’t  have  clear 
ownership  rights  to  intellectual  property." 
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Disintegration  of  the  Soviet  Union  has  complicated  matters,  and  has  left  unclear  how  patent 
rights  or  standards  will  be  handled  in  the  new  states.  The  key  questions  for  companies  are 
whether  the  new  states  will  honor  patents  issued  by  the  former  Soviet  Union  and  whether 
they  will  need  to  apply  for  patents,  trademarks,  and  copyrights  individually  in  each  of  the 
15  new  countries  which  comprised  the  Soviet  Union.  Companies  assume  that  Russia  will 
take  over  the  former  Soviet  patent  and  standards  institutions,  and  will  administer  a  system 
for  the  other  republics;  but  they  are  not  sure. 

The  big  question  is  what  the  other  Independent  States  will  do.  American  companies  prefer 
to  see  one  central  patent  and  trademark  institution  for  the  entire  CIS,  but  are  doubtful. 
Their  immediate  concern  is  that  there  at  least  be  a  smooth  transition  period  during  which 
their  intellectual  property  will  be  protected  by  all  governments. 

Similar  questions  were  raised  with  regard  to  industrial  standards.  Companies  expressed 
apprehension  at  the  thought  that  they  might  find  differing  standards  springing  up  among  the 
republics.  They  were  also  concerned  about  testing  and  certification,  and  did  not  know  if 
U.S.  standards  and  U.S.  certification  marks  would  be  accepted  in  the  republics.  Questions 
were  raised  as  well  about  the  role  of  international  standards  in  Russia  and  the  new  states. 
Companies  hoped  that  international  standards  and  procedures  would  be  adopted,  rather 
than  regional  ones. 

Lack  of  a  Business  Culture 

Severe  as  the  physical  and  legal  infrastructure  shortcomings  were  seen  as  being,  some  of  the 
most  frequently  cited  problems  raised  by  U.S.  firms  concerned  the  almost  total  lack  of 
know-how  about  market  economics;  the  role  of  profits,  business  procedures,  accounting, 
business  ethics,  and  other  aspects  necessary  for  a  positive  business  environment.  A  frequent 
statement  was:  "They  may  use  the  same  language  we  do,  but  they  really  don’t  understand." 

Such  lack  of  understanding  affects  business  in  various  ways.  Several  companies  commented 
that  local  officials  view  Western  companies  as  "cash  cows"  and  charge  exorbitant  rates  for 
even  the  smallest  service.  These  extra  charges  are  troublesome  for  large  companies  but 
often  prohibitive  to  smaller  companies,  who  otherwise  might  prove  to  be  good  trading 
partners  for  republic  enterprises. 

One  very  large  company  said  that  their  firm  had  developed  a  cost/return  ratio  model  to 
compare  the  value  of  an  investment  in  the  Russian  republic  to  alternatives.  They  found  that 
the  same  plant  would  cost  $50  million  to  build  in  the  West  and  $70-80  million  to  build  in 
Russia.  At  the  same  time,  the  estimated  production  output  of  the  Western  plant  would  be 
30  percent  higher  than  that  of  the  Russian  plant.  Another  company  noted  that  republic 
leaders  do  not  understand  that  companies  will  calculate  the  risk/reward  ratio  and  that  it 
must  be  attractive  enough  to  sell  to  corporate  stockholders  before  an  investment  will  be 
made.  Instead,  they  tend  to  look  at  everything  in  terms  of  physical  units  of  output 
regardless  of  cost  or  profit. 
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Lack  of  market  understanding,  along  with  lack  of  legal  clarity,  conflict  of  interest  ethics,  and 
the  breakdown  of  traditional  restraints  frequently  place  American  companies,  operating 
under  strict  "Corrupt  Practices  Act”  restraints,  in  no-win  situations.  Many  companies  were 
concerned  about  widespread  requests  to  Western  companies  for  bribes  and  payoffs  which 
are  increasingly  an  everyday  part  of  doing  business.  Corruption,  said  one  company,  is  worse 
now  than  it  has  ever  been.  Conflict  of  interest  is  also  a  troublesome  matter.  Companies 
talked  about  meeting  with  government  officials  about  licenses  and  authorizations,  and  being 
informed  by  them  that  they  also  represent  certain  consulting  or  supplying  organizations  that 
could  make  special  arrangements  to  obtain  licenses. 

Company  Suggestions 

Training.  Quite  a  number  of  companies  indicated  that  training  in  elementary 
economics  and  business  was  desperately  needed.  Some  indicated  they  had  established 
training  courses  for  their  Russian  or  other  partners  and  thought  they  could  broaden 
these  programs  in  conjunction  with  CIS  governments.  Others  had  brought  Soviet 
business  partners  to  their  U.S.  or  foreign  operations  for  training  in  order  to  increase 
their  understanding  of  the  needs  of  Western  business. 

Intellectual  Property  and  Standards.  Firms  suggested  that  this  was  one  area  in  which 
a  central  CIS  function  needed  to  be  established  as  soon  as  possible.  They  encourage 
Russia  and  the  other  states  to  agree  quickly  on  central  patent,  trademark,  technical 
standards,  conformity  assessment  procedures,  and  related  matters;  and  to  establish 
procedures  that  will  cover  all  the  republics  uniformly.  They  pointed  to  the  US-USSR 
trade  agreement  as  containing  a  model  to  be  adopted. 

With  regard  to  transportation  and  telecommunications,  most  companies  recognized 
that  broad  solutions  would  only  be  possible  in  the  long  term.  Several,  though, 
suggested  that  the  U.S.  and  CIS  governments  should  give  priority  to  developing  a 
satellite-based  emergency  telecommunications  network  with  an  electronic  data 
interchange  capacity  to  assist  in  developing  regional  business  relations. 
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IV.  U.S.  OBSTACLES  TO  TRADE  AND  INVESTMENT  WITH 
THE  NEW  REPUBLICS  OF  THE  FORMER  SOVIET  UNION 


American  companies  are  most  emphatic  that  the  U.S  government  has  a  major  role  to  play 
in  reducing  barriers  to  doing  business  with  the  new  states  of  the  former  Soviet  Union  and 
in  reducing  the  risks  that  now  preclude  much  trade  and  investment.  In  fact,  the  bulk  of  the 
comments  and  suggestions  made  by  U.S.  companies  pertained  to  their  requests  and  hopes 
for  U.S.  government  action. 

Companies  are  seeking  U.S.  government  financial  and  commercial  information  assistance 
and  risk-sharing  for  doing  business  in  the  CIS.  They  particularly  want  the  U.S.  government 
to  put  them  on  what  they  would  perceive  as  an  even  competitive  footing  with  European  and 
Japanese  companies.  They  also  expect  the  U.S.  government  to  work  with  CIS  governments 
in  achieving  financial  and  political  stability  and  in  removing  barriers  to  trade  and 
investment. 

However,  it  was  clear  in  meeting  with  the  nearly  100  U.S.  firms  that  their  most  important 
prerequisite  is  the  normalization  of  U.S.  commercial  relations  with  the  newly  Independent 
States,  including  the  removal  of  the  trade  and  investment  restraints  that  had  been 
established  to  structure  commercial  relations  with  the  now  defunct  Soviet  Union. 


A.  NORMAL  COMMERCIAL  RELATIONSHIP 

The  firms  almost  universally  stated  that  they  were  unprepared  to  commit  major  amounts  of 
shareholder  funds  to  commercial  risks  in  the  new  republics  if  the  United  States  government 
was  unwilling  to  demonstrate  visibly  its  own  faith  in  a  new  relationship  with  the  CIS.  They 
want  a  normal  commercial  relationship  to  be  established,  with  trade,  investment,  tax,  and 
other  agreements;  and  with  a  full  range  of  Export-Import  Bank,  OPIC,  Commerce 
Department,  Trade  and  Development  Program,  and  other  services.  They  also  want  to  see 
the  pre-existing  political  restraints  on  bilateral  commerce  eliminated;  particularly  the  Byrd 
and  Stevenson  restrictions  on  export  financing  and  the  Jackson-Vanik  Amendment 
limitations  on  commercial  relations.  Export  controls  are  an  added  concern.  U.S.  firms  want 
to  see  evidence  that  these  controls  are  modified  commensurate  with  the  statements  that  the 
United  States  and  the  CIS  are  no  longer  adversaries. 

Bilateral  Trade  Agreements 

Without  doubt,  one  of  the  most  pressing  issues  in  the  view  of  American  companies  large  and 
small  is  implementation  of  trade  agreements  with  the  CIS  republics.  Companies  commented 
favorably  on  the  US-USSR  Trade  Agreement,  which  had  been  signed  by  both  sides,  and 
ratified  by  the  United  States  but  not  by  the  USSR  before  it  disappeared. 
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The  overwhelming  hope  of  companies  was  that  this  agreement  would  be  implemented  as 
is  with  each  of  the  CIS  states.  Companies  saw  the  agreement  as  being  excellent  in  its 
existing  text.  No  company  saw  any  advantage  to  negotiating  new  agreements. 

In  addition  to  the  basic  protections  of  the  agreement,  notably  its  intellectual  property 
protection,  MFN  tariff  treatment,  and  business  facilitation  provisions,  companies  said  that 
implementation  of  the  Trade  Agreement  was  vital  as  a  symbol  to  their  partners  in  the  CIS 
that  the  trade  relationship  had  been  normalized.  Companies  urged  the  U.S.  government  not 
to  wait  until  all  CIS  states  agreed,  but  to  implement  agreements  with  Russia  and  the  other 
states  individually  as  soon  as  each  republic  was  ready. 

Bilateral  Inyestment  Treaties  (BITs) 

The  second  most  frequently  mentioned  issue  was  the  need  for  bilateral  investment  treaties 
spelling  out  the  rights  of  U.S.  investors  in  the  CIS  republics.  Many  competitor  nations  had 
established  bilateral  investment  agreements  with  the  former  Soviet  Union,  agreements  which 
are  now  in  effect  with  the  CIS  republics.  The  United  States  had  been  negotiating  a  BIT 
with  the  USSR  that  would  have  been  far  more  comprehensive  than  the  agreements  other 
countries  had  with  the  Soviet  Union,  but  the  agreement  was  never  finalized.  Some 
American  investments  in  the  CIS  were  being  concluded  in  the  name  of  their  European 
subsidiaries  to  take  advantage  of  BIT  and  Tax  Treaty  protections  which  the  United  States 
does  not  offer. 

The  companies  stressed  that  while  a  BIT  would  have  considerable  symbolic  importance,  it 
also  had  enormous  significance  as  a  device  which  could  add  some  greater  stability  in  an 
otherwise  very  uncertain  environment.  They  believe  that  the  detailed  provisions  of  an 
effective  BIT  would  provide  them  with  much  greater  certainty  and  with  considerably  more 
form  and  shape  for  investment  negotiations.  They  see  a  BIT  as  eliminating  much  of  the 
present  need  to  treat  each  investment  contract  almost  as  a  separate  treaty  negotiation, 
embodying  within  it  every  imaginable  contingency. 

They  also  see  BIT  negotiations  as  being  helpful  in  shaping  the  thinking  of  CIS  officials  and 
having  an  educational  influence  on  new  investment  laws  that  would  be  developed  by  each 
of  the  CIS  states.  Most  companies  stressed,  however,  that  it  is  the  substance  of  the 
agreements,  not  their  symbolism,  that  is  the  most  important  factor.  In  this  respect,  many 
companies  stated  that  effective  provisions  for  ruble  profit  repatriation  had  to  be  considered 
one  of  the  most  critical  parts  of  the  BIT. 

Tax  Treaty 

The  United  States  is  one  of  the  few  countries  without  an  updated  tax  agreement  with  the 
former  USSR,  and  American  firms  see  this  as  a  huge  disadvantage.  Such  agreements 
importantly  allow  for  foreign  tax  credits  and  cover  the  issue  of  double  taxation.  Some  U.S. 
firms  said  they  had  invested  through  their  European  subsidiaries  in  order  to  utilize  other 
countries’  tax  agreements  with  Russia  or  the  other  republics. 
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An  updated  bilateral  tax  agreement  is  seen  as  essential  if  U.S.  investment  is  to  proceed. 
Companies  stated  that  they  want  to  see  the  process  of  negotiating  an  agreement  be  utilized 
as  an  educational  process  to  improve  the  unpredictable  and  unworkable  tax  regimes  that 
were  evolving  rapidly  in  Russia  and  the  other  states. 

Some  firms  proposed  that  special  adjustments  be  made  to  the  U.S.  tax  system  in  order  to 
reduce  the  risk/reward  disparity  for  investment  in  the  CIS.  They  stated  that  special  tax 
deductions  or  deferrals  in  areas  such  as  defense  conversion  would  provide  an  incentive  for 
U.S.  firms  to  invest.  They  believed  that  these  incentives  could  be  offered  for  a  limited 
period  of  time  in  a  way  that  might  not  cost  the  U.S.  Treasury  any  lost  revenue,  and  could 
actually  result  in  U.S.  tax  revenue  gains  after  a  few  years  by  creating  investments  and 
repatriated  taxable  profits  that  otherwise  might  not  have  occurred. 

Export  Controls 

Although  most  companies  concerned  with  U.S.  export  controls  agreed  that  great 
improvements  had  been  made  in  the  last  year,  most  also  felt  that  more  still  needed  to  be 
done.  In  general,  high-tech  companies  were  of  the  opinion  that  U.S.  policies  in  this  area 
were  not  keeping  step  with  the  great  pace  of  change  in  the  region.  The  firms  were  most 
concerned  that  other  country  enforcement  of  COCOM  export  controls  not  be  different  than 
U.S.  enforcement.  They  were  especially  concerned  about  exports  from  German  states 
formerly  a  part  of  the  GDR. 


B.  SHARING  THE  POLITICAL  AND  FINANCIAL  RISK 

Given  the  political  and  economic  risk  in  the  CIS  states,  firms  saw  it  as  a  vital  necessity  that 
the  U.S.  government  share  the  risk,  particularly  through  Export-Import  Bank  loan, 
guarantee,  and  insurance  programs  and  Overseas  Private  Investment  Corporation  (OPIC) 
programs.  Exporters  stated  that  they  could  not  sell  in  the  CIS  without  Exim  financing 
support.  The  only  exceptions,  they  said,  were  the  instances  when  a  CIS  customer  came  to 
them  with  cash  in  advance  or  with  hard  currency  deposits  outside  the  CIS.  Potential 
investors  were  even  more  blunt:  no  firm  was  willing  to  make  major  investment 
commitments  without  OPIC  guarantees,  and  firms  were  anxious  that  OPIC  begin  offering 
coverage  as  soon  as  possible. 

Most  companies  felt  that  in  their  current  state,  Exim  and  OPIC  programs  were  insufficient 
for  the  task  at  hand.  The  Stevenson-Byrd  restrictions  on  Eximbank  financing  were  the  first 
concern  of  U.S.  companies.  These  provisions  restrict  Exim  to  a  total  ceiling  of  $300  million 
in  loans  and  guarantees  to  the  former  USSR,  and  $178  million  of  that  had  already  been 
committed  as  of  March  5,  1992,  leaving  only  $122  million  available  before  Eximbank 
programs  must  be  terminated  in  Russia  and  all  other  CIS  republics.  The  Stevenson 
Amendment  is  even  more  restrictive  in  the  area  of  financing  for  fossil  fuel  projects;  only  $40 
million  in  Eximbank  loan  or  guarantee  authority  can  be  used  for  fossil  fuel  processing 
projects  and  there  is  a  total  ban  on  use  of  Eximbank  loan  or  guarantee  authority  for  fossil 
fuel  research  or  exploration  projects. 
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But  U.S.  firms  said  that  their  concerns  go  well  beyond  the  Stevenson-Byrd  ceilings.  They 
believe  that  even  without  the  Stevenson-Byrd  restrictions,  the  total  amount  of  Eximbank 
financial  support  would  be  insufficient  to  meet  the  enormous  potential  for  U.S.  companies 
in  this  market.  They  are  concerned  that  overall  Exim  ceilings  will  force  limits  on  the 
individual  CIS  states  far  below  what  U.S.  firms  will  seek  to  support  their  potential  sales. 

Some  companies  thought  this  could  be  in  the  $5-8  billion  range. 

Identical  fears  were  common  with  respect  to  OPIC.  Companies  said  they  are  discussing 
several  billion  dollars  of  projects  in  Russia,  Ukraine,  Belarus  and  Kazakhstan,  but  OPIC’s 
portfolio  may  have  to  be  limited  to  less  than  $400  million  for  any  single  CIS  republic.  One 
company  noted  that,  "a  small  oil  project  in  Russia  could  soak  up  the  equivalent  of  one-half 
of  OPIC’s  probable  allocation  right  now!"  American  firms  left  a  clear  message  on  this  point: 
OPIC  or  other  guarantee  limits  will  set  the  ceiling  on  U.S.  investment  ---companies  will  not 
invest  without  insurance  against  the  very  large  political  risks  they  see. 

Companies  said  that  the  European  governments,  particularly  the  German  government,  have 
recognized  the  long  term  significance  of  these  new  export  markets  and  are  making  funds 
available  to  help  their  companies  make  inroads  now.  Although  companies  believe  that,  for 
now,  American  firms  are  greatly  advantaged  by  the  enormous  desire  and  propensity  of 
republic  firms  to  do  business  with  Americans,  this  will  not  outweigh  significant  financing 
disadvantages.  Firms  believe  that  they  stand  to  lose  this  long  term  export  market  because 
of  the  unavailability  of  U.S.  Government  financing  today. 

Another  company  vividly  illustrated  the  problem  by  pointing  out  that  it  is  losing  its  dominant 
position  in  the  CIS  market  almost  overnight.  The  company  historically  had  one-third  of  the 
Soviet  market  for  a  vital  product  in  the  automotive  area.  Now,  however,  the  company  sees 
$100  million  in  sales  and  business  developed  over  35  years  at  risk  as  their  cash-strapped 
customer  in  the  CIS  turns  to  a  Spanish  company  which  has  access  to  state-to-state  credits 
while  this  American  company  does  not. 

Many  companies  noted  that  they  had  been  turning  to  foreign  official  financing,  through  their 
overseas  subsidiaries.  Japanese  and  Italian  financing  were  mentioned  frequently.  The 
companies  stressed,  however,  that  when  they  did  so,  they  had  to  reduce  sharply  the  level  of 
U.S.-made  components.  For  example,  a  U.S.  supplier  to  a  petrochemical  project  said  it  was 
forced  to  reduce  the  U.S.-made  percentage  of  components  to  less  than  5%  when  they  had 
to  turn  to  Italian  and  Japanese  export  credit  agencies  to  finance  the  project. 

In  the  short  term,  companies  recommended  that  special  arrangements  be  made  to  enable 
Exim  and  OPIC  to  devote  more  resources  to  these  markets.  One  company  recommended 
that  some  technical  assistance  funds  be  used  to  provide  interest-free  loans  to  U.S.  companies 
undertaking  assistance-type  projects.  For  the  long  term,  several  companies  suggested  that 
perhaps  the  enormity  of  the  CIS  market  and  the  far  reaching  opportunities  for  U.S. 
companies  warranted  the  establishment  of  a  new  export  finance  organization  especially  for 
this  market. 
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C.  COMMERCIAL  AND  INFORMATION  SUPPORT 

Virtually  all  forms  of  commercial,  economic,  and  legal  information  are  in  short  supply  in 
Russia  and  the  other  independent  states.  The  difficulty  in  obtaining  information  is  a  serious 
problem  for  companies  of  all  sizes.  Larger  companies  have  to  spend  an  inordinate  amount 
of  costly  time  and  effort  to  obtain  information.  Smaller  companies  are  generally  unable  to 
afford  that  expense,  and  thus  find  the  information  gap  to  be  an  impassable  barrier. 

Under  the  former  USSR,  companies  had  to  do  business  "from  the  top  down".  Their  major 
problem  was  being  introduced  to  the  right  minister  or  deputy  minister  and  being  accepted 
as  a  prospective  business  partner.  Once  this  was  accomplished,  information  gaps  generally 
were  not  a  problem.  Today,  the  system  must  be  approached  "from  the  bottom  up". 

U.S.  companies  have  to  get  out  into  the  field  to  find  enterprises  that  are  prospective 
partners,  ascertain  their  financial  and  business  reliability,  identify  the  local  and  federal 
officials  whose  approval  is  needed,  determine  the  licenses  and  other  legal  aspects  that  must 
be  met,  work  out  the  foreign  exchange  or  barter  aspects,  etc.  All  this  requires  information 
that  is  usually  not  available  except  by  sending  an  individual  out  to  dig  it  up  piece  by  piece. 
Firms  pointed  to  the  role  of  the  U.S.  government  in  this  area,  and  contrasted  it  to  the 
stronger  support  that  European  governments  were  providing  their  companies. 

Foreign  Commercial  Service 

Companies  stated  that  the  U.S.  government  had  one  of  the  smallest  commercial  staffs  in  the 
CIS.  They  pointed  to  countries  such  as  Italy,  which  one  business  group  stated  has  a  60 
member  commercial  staff  in  the  CIS,  and  contrasted  it  to  the  4-person  U.S.  commercial  staff 
in  Moscow.  They  particularly  noted  that  the  U.S.  staff  was  only  in  Moscow  (though  offices 
will  be  opened  in  St.  Petersburg  and  Kiev  later  this  year),  while  some  of  the  strongest 
information  needs  were  in  the  oil  and  mineral  producing  areas  of  Russia,  the  Russian  far 
east  (where  Japanese  companies  were  becoming  very  noticeable)  and  the  other  major 
republics,  such  as  Kazakhstan  and  Belarus. 

Information  Clearinghouse 

Many  companies,  especially  the  smaller  and  medium  sized  firms  stated  they  needed  the 
Department  of  Commerce  to  open  an  information  clearinghouse  in  Washington  similar  to 
the  existing  Eastern  Europe  Business  Information  Center  (EEBIC).  This  center  would 
provide  companies  with  one-stop,  inexpensive  access  to  all  commercial  and  marketing 
information  the  U.S.  government  obtained  on  business  opportunities  in  the  CIS  countries. 
The  U.S.  Chamber  of  Commerce  emphasized  this  as  the  priority  information  need. 
Reflecting  a  common  view,  one  company  said  that  opening  such  a  center  "would  be  a 
godsend." 
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Lowering  the  Cost  of  Establishing  Offices 

Pointing  to  the  high  cost  of  establishing  offices,  many  companies  suggested  that  the  existing 
U.S.  government  "Consortia  of  American  Businesses  in  Eastern  Europe"  (CABEE)  program 
be  extended  to  the  CIS  republics.  They  felt  it  was  even  more  applicable  there,  given  the 
paucity  of  alternatives.  Under  this  program,  assistance  funds  are  used  to  share  the  costs  of 
opening  offices  for  groups  of  U.S.  companies  interested  in  trade  and  investment.  The 
companies  also  work  to  establish  local  trade  associations  to  help  develop  indigenous 
industry.  These  offices  provide  an  affordable  way  for  hundreds  of  U.S.  companies  to  explore 
business  opportunities. 

Companies  also  urged  the  U.S.  government  to  work  with  the  Russian  and  other  governments 
to  open  American  Business  Centers  similar  to  the  one  in  Warsaw.  These  Business  Centers 
would  provide  American  companies  with  temporary  office  space,  translation  facilities, 
market  information,  and  other  vital  services. 


D.  U.S.  BUSINESS-GOVERNMENT  PARTNERSHIP 

An  overriding  theme  of  the  discussions  with  the  companies  was  that  American  business  see 
this  a  time  of  major  opportunity  in  the  new  markets  of  the  CIS  countries,  but  that  they 
needed  the  U.S.  government  as  a  partner.  There  were  two  reasons:  (1)  The  CIS 
governments  are  still  dominant  factors  in  owning  and  controlling  business,  and  a  U.S. 
government  presence  is  needed  for  government-to-government  resolution  of  commercial 
problems;  and  (2)  Japanese,  Korean,  and  European  governments  are  providing  considerable 
policy,  financing,  and  other  program  support  as  their  companies  enter  the  CIS  markets. 

Companies  stressed  that  they  were  not  seeking  any  kind  of  industrial  policy  in  which  the 
U.S.  government  would  pick  certain  sectors  as  favored,  but  wanted  a  direct  partnership  to 
have  the  "clout"  of  the  U.S.  government  on  their  side  to  help  solve  problems  being  created 
or  maintained  by  governments  in  the  CIS. 

As  company  representatives  stated: 

"The  U.S.  government  needs  to  use  its  clout  over  there  to  get  things  moving.  As  the 
remaining  superpower,  the  United  States  has  tremendous  respect  and  they  will  really 
listen  to  what  we  have  to  say." 

"We  can  do  the  business  part  ourselves.  We  don’t  need  handouts  from  the  U.S. 
government.  We  do  need  our  government  as  a  partner  to  help  establish  access,  a  level 
playing  field  with  our  European  competition,  and  to  share  the  large  political  risks." 

Companies  stated  that  the  Joint  Commercial  Commission  concept  of  government  to 
government  discussion  and  solution  of  commercial  problems  should  be  restarted  as  soon  as 
possible.  They  stated  that  a  focus  on  microeconomic  problems  would  be  particularly  useful, 
believing  that  the  U.S.  government  could  direct  the  attention  of  Russian  and  other  CIS 
governments  to  resolving  problems  facing  individual  contracts  and  investments. 
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U.S.  companies  also  stated  they  were  looking  for  a  continuing  dialogue  with  the  U.S. 
government,  both  to  exchange  views  on  progress  and  to  keep  the  U.S.  government  alert  to 
the  problems  and  obstacles  they  were  facing  as  they  tried  to  build  trade  and  investment. 
They  stated  this  should  also  include  improved  ways  for  U.S.  industry  to  participate  in  the 
development  and  evolution  of  U.S.  assistance  programs. 

Technical  Assistance 

The  overriding  sense  of  companies  with  regard  to  U.S.  technical  assistance  to  the  republics 
was  that  it  should  be  undertaken  jointly  with  U.S.  industry.  Said  one  company,  "Why 
reinvent  the  wheel?  In  many  cases  we  are  already  there  and  we  know  what  needs  to  be 
done."  Companies  believe  that  many  of  the  changes  needed  cannot  come  through  one-time 
classes  or  seminars.  Rather,  long  term  business  partnerships  will  bring  long  term  inculcation 
of  Western  business  concepts. 

Companies  also  expressed  a  desire  to  see  an  increase  in  the  proportion  of  assistance  funds 
that  can  be  used  in  a  project-specific  manner,  so  that  U.S.  production  and  jobs  could  benefit 
more  strongly  in  the  longer  term.  They  noted,  for  example,  the  higher  degree  to  which 
Japanese  and  West  European  assistance  was  used  to  back  their  firms  in  projects  in  Eastern 
Europe  and  the  CIS.  Companies,  moreover,  did  not  want  to  see  assistance  provided  free 
by  the  U.S.  government  in  cases  where  it  could  be  done  better,  and  on  a  commercial  basis, 
by  private  companies  as,  for  example,  in  improving  oil  production. 

There  was  a  great  interest  in  exploring  the  possibilities  of  more  joint  private-public  funding 
assistance  through  pilot  or  demonstration  projects.  Companies  provided  examples  of 
projects  they  had  developed  for  solving  problems  in  key  sectors,  to  which  their  corporations 
are  willing  to  contribute  significant  resources.  They  are  unable,  however,  to  bear  the  full 
costs,  and  at  the  present  time  ex-Soviet  institutions  cannot  afford  to  pay 

They  suggested  consideration  of  a  fund  which  would  finance  such  projects,  believing  it  could 
provide  immediate  assistance  to  the  new  states,  leverage  U.S.  government  assistance  funds 
through  private  contributions,  and  position  American  companies  for  future  business.  The 
British  "Know-How  Fund"  was  singled  out  repeatedly  as  an  example  of  an  effective 
public-private  partnership  in  using  funds  to  achieve  both  assistance  and  commercial 
objectives  simultaneously. 

They  also  suggested  that  U.S.  government  agencies  use  part  of  their  assistance  funds  to  work 
with  the  republics  and  the  regions  of  the  republics  in  developing  improved  economic  and 
market  statistics  and  information.  In  pointing  to  a  specific  area  of  widespread  concern,  they 
expected  that  CIS  entities  would,  perhaps  unwittingly,  begin  dumping  large  amounts  of 
products  in  the  West  as  they  sought  to  generate  export  earnings.  Stating  that  they  and  other 
Western  companies  would  have  to  resist  this  through  use  of  antidumping  rules,  they 
suggested  that  perhaps  many  potential  trade  problems  could  be  headed  off  if  some 
assistance  funds  could  be  used  to  educate  CIS  governments  and  producers  in  how  to  price 
their  exports  to  avoid  dumping  actions  now,  before  such  actions  become  unavoidable. 
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Another  widespread  suggestion  by  companies  was  that  greater  attention  should  be  placed 
on  management  training.  Their  experience  generally  was  that  worker  skills  are  not  bad  and 
that  workers  can  be  trained  without  too  much  difficulty  --  but  that  management  was  a  real 
problem.  Most  CIS  managers  are  totally  unprepared  to  function  in  a  market  environment. 
Companies  endorsed  the  existing  Special  American  Business  Internship  Training  program 
(SABIT),  but  suggested  that  it  be  amended  to  allow  companies  to  "adopt"  an  entire  CIS 
enterprise  and  that  it  also  be  able  to  send  U.S.  managers  to  the  CIS  to  provide  on  the  spot 
training.  Companies  also  believed  that  an  inexpensive  way  for  the  U.S.  government  to 
expand  management  training  would  be  to  provide  some  assistance  funding  to  allow  existing 
company  training  programs  in  the  CIS  to  be  used  to  train  individuals  outside  of  their 
companies. 
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U.S.  CHAMBER  OF  COMMERCE 
POSITION  PAPER 

BARRIERS  TO  U.S.  TRADE  AND  INVESTMENT 
IN  THE  COMMONWEALTH  OF  INDEPENDENT  STATES 
(FORMER  SOVIET  UNION) 


Barriers  in  the  Commonwealth  of  Imionuripnt  States 

Eliminating  most  barriers  to  U.S.  trade  and  investment  with  the  republics  of  the 
Commonwealth  of  Independent  States  will  be  a  long-term  process.  Major  structural 
overhaul  will  be  necessary  in  order  to  create  a  political  and  economic  framework  in 
which  U.S.  firms  will  be  able  to  operate  with  success.  Those  American  firms  which  now 
operate  in  the  former  Soviet  Union  have  done  so  under  enormous  constraints.  The 
following  is  a  list  of  long  term  and  short  term  issues  that  must  be  resolved  before  any 
significant  investment  will  take  place. 

CfrnrertibkXuiicnqK 

The  need  for  a  convertible  currency  to  be  used  for  international  trading  and 
purchase  contracts  is' the  single  most  urgent  requirement  to  secure  U.S.  trade  and 
investment  However,  Russia  and  the  other  republics  will  not  be  able  to  do  this 
without  assistance  from  the  West  This  would  require  the  combined  support  of 
the  G-24  countries,  preferably  under  the  auspices  of  the  International  Monetary 
Fund.  The  membership  process  for  Russia  and  the  other  republics  in  these 
institutions  needs  to  be  accelerated.  The  deputy  prime  minister  of  Russia, 
Gennady  Burbulis,  has  estimated  that  a  stabilization  fund  of  $7  billon  will  be 
necessary. 

In  addition,  there  is  the  serious  problem  of  American  firms  not  getting  paid  for 
goods.  With  the  high  level  of  debt  inherited  from  the  Soviet  system,  what  little 
hard  currency  is  available  goes  to  pay  off  loans.  This  leaves  little  hard  currency 
for  purchasing  imports,  upgrading  antiquated  factories  so  that  they  can  produce 
goods  of  a  quality  to  be  exported  that  would  earn  hard  currency.  Most  American 
firms,  not  already  involved  in  countertrade  agreements,  are  demanding  cash  on 
the  barrel  head  for  goods.  Again,  a  stabilization  fund  at  International  Monetary 
Fund  that  would  indude  subsidies  and  credits  to  increase  imports  would  put  these 
new  countries  in  a  position  to  be  more  credible  partners  for  American  investors 
who  cannot  afford  to  put  up  the  private  capital  necessary  to  modernize  factories, 
etc. 

Power  Vacuum: 

There  is  a  power  vacuum  now  that  the  central  government  has  been  disbanded. 
Prior  to  the  past  year,  American  firms  were  doing  business  increasingly  with  not 
only  the  central  authorities  but  also  the  regional  governments.  Since  the 
dissolution  of  the  Soviet  Union  and  the  creation  of  the  Commonwealth  there  are 
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questions  about  the  validity  of  contracts  of  American  firms  signed  with  the  central 
authorities.  The  structure  of  the  new  Commonwealth  is  also  in  question  and 
American  companies  are  uncertain  what  impact  this  will  have  on  who  will  be 
legally  bound  to  honor  contracts.  In  addition,  the  new  country  governments  are 
the  sole  decision-makers  but  they  lack  the  tools  to  operate  effectively.  This 
creates  a  power  vacuum  in  which  U.S.  firms  find  it  difficult  to  get  decisions  on 
their  business  plans.  These  new  leaders  need  the  experience  which  perhaps  only 
time  can  provide,  but  U.S.  technical  assistance  money,  both  public  and  private, 
could  be  used  effectively  to  educate  these  people  in  the  techniques  of  a 
democracy.  Sudi  funds  have  been  used  veiy  well  in  the  countries  of 
Central /Eastern Europe  and  that  program  could  be  duplicated  in  the  fledgling 
countries  of  the  CIS. 

Business  /Legal Infrastructure: 

Local  business  people  are  also  not  schooled  in  Western  business  practices;  laws 
and  regulations  are  not  in  place  that  provide  the  necessary  protection  and 
guidelines  for  business  agreements.  American  law  firms  doing  business  in 
Moscow,  for  example,  are  finding  that  the  lack  of  a  commercial  code  means  they 
must  spell  out  such  provisions  in  every  contract  between  an  American  firm  and  a 
Russian  one.  Assistance  in  the  area  of  creating  a  legal  framework  would  be  a 
useful  step  to  increase  U.S.  trade  and  investment  (again,  much  like  what  was  done 
in  Central /EastemEurope.) 

Physical  Infrastructure: 

The  physical  infrastructure  -  telecommunication  system,  distribution  system, 
construction,  factory  modernization,  etc  -  must  be  overhauled  if  they  want  to 
attract  American  business.  This  is  a  problem  everywhere  but  particularly  critical 
outside  the  major  dties. 

The  lack  of  infrastructure  impacts  different  businesses  in  a  variety  of  ways.  An 
American  chemical  manufacturer  says  that  there  are  Russian-manufactured 
chemicals  which  could  be  sold  in  Western  markets  but  they  are  limited  to  selling 
to  overland,  intra-Europe  markets  as  there  are  no  storage  tanks  for  shipping  the 
chemicals  by  sea.  So,  even  the  opportunities  to  earn  hard  currency  on  certain 
products  are  limited  by  the  lack  of  infrastructure  (for  the  U.S.  market  in  this  area, 
there  is  the  additional  problem  of  the  prohibitably  high  tariff  on  these  products 
because  of  the  lack  of  MFN). 

Lack  of  Information: 

There  is  a  serious  lack  of  information  about  prospective  business  partners,  about 
government  regulations,  and  other  issues.  They  need  assistance  in  this  area. 

Lack  of  Understanding  of  Western  Business  Practices: 

Lack  of  sophistication  (and  much  mistrust)  of  Western  business  methods  and 
general  misunderstanding  of  the  basics  of  free  market  principles.  In  a  recent 


1 


28 


public  opinion  survey,  in  which  people  from  Ukraine,  Russia  and  Lithuania 
participated,  they  showed  a  negative  attitude  about  entrepreneurship  and  a 
scepticism  about  the  private  sector  being  in  charge  of  most  areas  of  the  economy. 
With  the  exception  of  farming,  where  75  percent  said  the  private  sector  should  be 
responsible,  in  most  areas  -  telecommunications,  heavy  industry,  banks  and  the 
media  -  the  majority  felt  the  state  should  be  in  charge. 

American  business  people  say  that  while  the  government  officials  and  business 
people  with  whom  they  have  dealt  are  intelligent,  competent  and  for  the  most 
part,  eager  to  learn,  they  do  not  have  the  knowledge  of  free  market  economic 
principles  needed  to  conduct  business  effectively.  Again,  here  is  an  area  in  which 
both  the  U.S.  public  and  private  sector  can  make  a  difference.  It  will  certainly  be 
many  years  before  new  generations  of  Russians  or  Ukrainians  have  been  educated 
in  a  free  market  system,  but  in  order  for  U.S.  companies  to  be  able  to  operate 
more  successfully  in  any  of  the  countries  of  the  CIS,  immediate 
technical/educational  assistance  is  necessary. 

Sector  Specific  Needs: 

There  are  certain  areas  in  the  new  Commonwealth  that  lend  themselves  to 
immediate  attention  which  would  benefit  both  U.S.  firms  and  the  Commonwealth. 
Such  areas  as  energy  development  (already  in  place  but  needs  to  be  upgraded), 
telecommunications,  health  care,  transportation,  construction,  and  industries 
suited  to  defense  conversion.  U.S.  government  assistance  in  these  areas  would 
work  not  only  to  jump-start  both  the  improvement  of  each  sector  in 
Commonwealth  countries  but  also  the  U.S.  firms  that  would  participate. 


Barriers  in  the  United  States 


Although  the  barriers  to  U.S.  trade  and  investment  that  exist  in  the 
Commonwealth  of  Independent  States  are  critical  and  must  begin  to  be  resolved  before 
most  American  companies  feel  confident  in  exploring  opportunities,  there  are  several 
barriers  in  the  United  States  that  also  make  doing  business  with  the  new  Commonwealth 
difficult  Small  and  medium-sized  American  firms,  in  particular,  need  the  support  of  the 
U.S.  government,  in  this  difficult  market  The  following  is  a  brief  listing  of  areas  in 
which  changes  in  policies  would  have  an  immediate  impact  on  U.S.  trade  and  investment 
with  the  Commonwealth  of  Independend  States. 


Export-! 


Bank/ConrnierrialFmancinp 


The  financial  limits  under  the  Stevenson-Byrd  amendments  are  still  in  place  and 
should  be  repealed  as  a  first  step  in  reviewing  the  current  situation  for  Exim  Bank 
extension  of  credits  and  guarantees  for  the  purchase  of  U.S.  goods.  But,  the 
problem  goes  beyond  these  amendments;  the  uncertainty  at  Exim  re  Russian  or 
other  guarantor  has  inhibited  decisions  there.  We  would  like  to  see  new  thinking 
about  the  role  of  Exim  and  the  possibility  of  some  form  of  U.S.  government 
guarantees.  As  you  know,  a  major  part  of  Japan’s  $2  billion  aid  package  for  the 
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former  Soviet  Union  was  in  the  form  of  guarantees  on  payments  for  Japanese 
products  being  sold  there. 

The  lack  of  commercial  financing  is  also  a  critical  problem  for  most  companies, 
especially  small  and  medium-sized  firms.  There  is  a  role  for  the  U.S.  government 
in  this  area.  Many  firms  must  look  offshore  for  financing  sources  which  means 
that  products  for  the  CIS  market  are  being  produced  in  England  and  France,  for 
example,  rather  than  the  U.S.  -  this  translates  into  lost  American  jobs,  a  situation 
unacceptable  in  today’s  economy. 


Bilateral  Agreements; 

The  bilateral  trade  agreement  which  was  approved  by  Congress  last  November  is 
a  necessary  step  in  creating  a  normal  economic  relationship  with  any  of  the  new 
countries  of  this  region  especially  with  respect  to  the  granting  of  MFN  status.  The 
technical  issues  of  whether  Russia  should  be  the  partner  of  the  existing  agreement 
and  whether  new  agreements  should  be  negotiated  with  the  new  countries  now 
recognized  by  the  U.S.  need  to  be  resolved  so  that  this  vital  first  step  can  be 
taken.  We  recommend  that  the  Administration  seek  approval  from  the  new 
countries  of  the  Commonwealth  on  the  existing  agreement  rather  than  renegotiate 
new  agreements. 

With  respect  to  the  bilateral  investment  treaty  and  the  tax  treaty,  we  would  urge 
again  that  decisions,  if  not  already  determined,  be  made  with  respect  to 
negotiating  these  agreements  with  the  individual  republics.  The  American 
business  community  needs  the  security  such  agreements  bring  and  they  will  also 
provide  a  much-needed  framework  for  the  new  governments. 

Overseas  Private  Investment  Corporation: 

The  need  for  OPIC  insurance  programs  in  the  countries  of  the  former  Soviet 
Union  is  a  vital  step  in  assisting  American  firms  trying  to  manage  the  large  risks 
inherent  in  doing  business  there. 

Legislative /Regulatory  Impediments! 

Throughout  our  system,  there  are  laws  and  regulations  on  the  books  left  over 
from  the  days  of  the  Cold  War  that  now  serve  to  impede  American  companies’s 
ability  to  compete  with  companies  in  Europe  and  Japan.  The  subject  of  export 
controls  is  a  critical  one.  U.S.  firms  complain  that  the  bureaucratic  inertia  at  the 
Department  of  Defense  impede  their  ability  to  move  ahead  in  these  critical  areas 
of  business  development 

Lack  of  Information  .Sources: 

There  is  a  lack  of  information  in  the  United  States  to  help  American  firms  in 
making  decisions  on  doing  business  in  the  former  Soviet  Union.  We  urge  any  and 
all  efforts  by  the  U.S.  government  in  this  area.  We  are  aware  that  a  similar 
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structure  to  EEBIC  will  be  set  up  at  the  Department  of  Commerce  and  we 
applaud  this  move.  EEBIC  has  provided  an  excellent  first  line  of  information  for 
small  and  medium-sized  U.S.  companies. 

In  addition,  there  is  an  urgency  in  the  plans  to  increase  foreign  commercial 
service  representation  in  the  countries  of  the  Commonwealth.  Italy,  for  example, 
has  some  60  trade  representatives  there  compared  to  the  handful  in  our  embassy. 
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U.S.  companies  are  eager  to  trade  and  invest  in  the  former  Soviet  Union,  but 
there  are  numerous  existing  difficulties  and  barriers  which,  if  left  unresolved, 
will  seriously  hamper,  if  not  discourage  or  delay,  U.S.  exports  and  direct 
investments . 

•  The  enormity  of  systemic  barriers  to  investment  has  prevented  many  U.S. 
companies  from  undertaking  direct  investment  activities;  many  have  opted  instead 
to  pursue  sales  activities  in  the  region  because  they  involve  less  risk  and 
logistical  complications. 

Some  of  these  major  institutional  complications  to  doing  business  are: 

-  Finding  a  way  to  get  exports  out  under  a  prohibitive  regime; 

-  Finding  a  way  to  import  necessary  raw  materials  and  components; 

-  Identifying  the  right  people  in  the  bureaucracy  who  make 
decisions; 

-  Lack  of  a  regulatory  authority  in  each  republic  to  set  consistent 
policies  governing  the  investment  process; 

-  Finding  adequate  financing  •  in  particular  through  U.S.  export 
credit  guarantee  sources. 


•  Other  problems  which  were  identified  as  besetting  current  U.S.  investors 
include : 


-  Reliable  data  regarding  Soviet  enterprises,  consumption  and 
distribution  patterns  is  not  available; 

-  Internal  travel  is  near  impossible  -  fuel  shortages  and  inadequate 
road  infrastructure  hamper  movements; 

-  Severely  inadequate  telecommunications  infrastructure  makes  it 
difficult  to  maintain  necessary  contact  with  other  offices  in  the 
West; 

-  Bureaucracies  still  exercise  great  power  over  economic  operations 
and  investment  activities; 

-  Corruption  is  still  rampant  in  official  departments; 

-  Officials  copies  of  laws  and  regulations  are  impossible  to  obtain 
on  a  timely  basis,  and  are  written  so  as  to  be  difficult  to 
interpret,  again  leaving  discretion  to  unreliable  bureaucracy; 

-  Cities  and  republics  are  still  fighting  over  jurisdictional 
rights; 

-  There  is  a  reluctance  among  managers  and  administrators  to  lay  off 
workers . 
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•  Alchough  U.S.  companies  recognize  the  fact  that  political  and  economic 
circumstances  cannot  change  overnight,  there  are  some  practical  steps  that  can 
be  taken  to  improve  the  conditions  for  investment  in  the  former  Soviet  republics. 
The  following  recommendations  were  made  for  making  the  investment  process  easier 
and  increasing  investor  confidence: 

1.  Designate  an  expediter  in  Moscow  (in  each  republic  capital)  who  could  cut 
through  the  red  tape  and  facilitate  the  conclusion  and  implementation  of 
investment  deals; 

2.  Establish  an  American  Chamber  of  Commerce  in  Moscow  to  represent  the  business 
community  and  their  concerns-; 

3.  Visas  should  be  eliminated  or  at  least  made  easier  to  obtain  to  enable  company 
personnel  to  travel  as  quickly  and  as  often  as  needed; 

4.  Establish  an  independent  judicial  system  in  order  to  have  a  reliable  system 
of  arbitration  (This  preferably  in  Moscow,  since  it  is  expensive  to  try  cases  in 
the  West) ; 

5.  Make  written  copies  of  new  laws  available  in  translated  form  as  soon  as  they 
are  enacted  or  passed  by  Parliament; 

6.  Modernize  the  banking  infrastructure  to  enable  transactions  to  be  made  faster 
and  more  efficiently.  Establishing  a  U.S.  bank  in  Moscow  might  help  in  this 
respect; 

7.  Institute  monetary  and  exchange  policies  which  encourage  foreign  investment 
and  trade; 

8.  Remove  remaining  vestiges  of  communist  system  by  allowing  private  investment 
in  substantially  all  sectors  of  the  economy;  privatize  and  demonopolize  sectors 
currently  reserved  for  state  control. 

9.  Ensure  that  customs  rules  are  rewritten  to  be  fair,  equitable  and  non- 
discriminatory  against  U.S.  commercial  interests. 
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GOALS,  ISSUES,  AND  CONCERNS 
OF 

AMERICAN  MANUFACTURERS 
ENGAGED  IN  OR  AFFECTED  BY 
COMMERCE  WITH 

RUSSIA  AND  THE  ASSOCIATED  REPUBLICS 


The  following  comments  and  recommendations  reflect  the  October  1991  Statement  of  the 
NAM  Board  of  Directors  on. this  subject  and  the  comments  of  NAM  members  and  staff  at  a 
meeting  with  concerned  Administration  Officials  on  January  30,  1992 


1 .  The  National  Association  of  Manufacturers  is  greatly  encouraged  by  the  political  and 
economic  developments  of  this  past  year.  The  demise  of  the  Soviet  Union  and  the  re¬ 
establishment  of  Russia  and  other  new  nations  is  potentially  very  promising.  The 
commercial  relationship  between  the  United  States  and  the  countries  of  the  former  Soviet 
Union,  including  the  Baltic  states,  will  henceforth  be  an  important  determinant  of  America’s 
own  economic  success  and  international  competitiveness.  At  this  time,  there  is  a  need  to 
move  quickly  to  institute  new  agreements,  laws  and  policies  that  reflect  this  reality  and  to 
eliminate  existing,  unnecessary  impediments  to  U.S.  commerce  with  the  Commonwealth  of 
Independent  States  (CIS). 


GENHFAL  OBJECTIVES 

2.  Changes  in  U.S.  policy  affecting  U.S.  commercial  relations  with  the  Commonwealth  of 
Independent  States  should  be  consistent  with  the  following  objectives: 

a)  Maximum  freedom  for  American  companies  to  participate  in  the  eco¬ 
nomic  life  of  the  Commonwealth  of  Independent  States,  including  the 
ability  to  export  products  and  services  to  the  CIS  countries,  to  import 
products  from  them,  and  to  invest  in  them  on  terms  no  less  favorable 
than  those  available  to  CIS  domestic  enterprises  and/or  third-country 
nationals; 

b)  A  U.S.  legal  environment  that  is  supportive  of  these  activities  and  that 
implicitly  and  explicitly  recognizes  the  need  for  American  firms  to  be 
competitive  against  strong  international  rivals; 

c)  Continued  movement  in  Russia  and  the  new  republics  toward  a  strong, 
market-oriented  economy;  a  legal  system  which  protects  the  rights  of 
all  parties,  foreign  and  domestic,  in  commercial  transactions;  and,  at 
the  appropriate  stage,  full  participation  by  these  countries  in  the  GATT 
and  other  international  economic  organizations; 
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d)  Adequate  remedies  for  those  U.S.  interests  that  may  be  adversely 
affected  by  transitional  developments,  e.g.,  export  surges  from 
subsidized  or  protected  industries  in  Russia  or  the  other  CIS  republics; 
and 

e)  Sufficient  care  in  the  planning  and  providing  of  short-term  emergency 
measures  so  as  to  ensure  that  they  do  not  run  counter  to  the  larger  goal 
of  movement  towards  market  economies  in  the  former  Soviet  Union. 


DETAILED  OBJECTIVES 


THE  TRADE  AGREEMENT 

3.  Implementation  of  the  Trade  Agreement.  The  NAM  fully  supports  The  Agreement  on 
Trade  Relations  Between  the  United  States  and  the  Union  of  Soviet  Socialist  Republics,  and 
the  side  letters  thereto,  which  Presidents  Bush  and  Gorbachev  signed  on  June  1,  1990,  and 
which  President  Bush  forwarded  to  the  U.S.  House  and  Senate  on  October  9,  1991.  The 
Agreement  provides  for  the  reciprocal  extension  of  most-favored-nation  treatment  between 
the  United  States  and  the  Soviet  Union.  It  also  contains  a  number  of  other  helpful  provisions 
relating  to  the  conduct  of  business  in  the  Soviet  Union.  U.S.  companies  are  increasingly 
finding  themselves  at  a  serious  competitive  disadvantage  in  their  dealings  with  Russia  and  the 
other  CIS  countries  as  a  consequence  of  the  fact  that  this  agreement  has  not  been 
implemented. 

4.  Authority  to  implement  the  agreement  was  granted  by  the  Congress  in  November  of  1991 
(now  Public  Law  102-197).  The  demise  of  the  Soviet  Union  should  not  be  used  as  a 
rationale  for  further  delay.  Rather  the  agreement  should  be  concluded  with  Russia  as  soon  as 

possible  and  without  renegotiation.  Either  the  same  agreement  should  be  left  open  for 
signature  by  any  of  the  other  CIS  states  willing  to  accept  the  obligations  of  the  agreement,  or 
separate  but  similar  agreements  should  be  concluded  with  these  states  as  soon  as  possible. 

5.  The  importance  of  MFN-trade  and  the  other  provisions  of  the  trade  agreement  cannot  be 
emphasized  too  strongly,  but  the  potential  benefits  of  those  provisions  are  not  the  sole  reason 
for  urging  quick  action.  In  the  absence  of  a  normal  trading  relationship,  it  may  be  that  much 
more  difficult  to  persuade  Congress  to  act  in  other  areas  where  action  is  necessary. 

6.  Repeal  of  the  Jackson-Vanik  Amendment.  The  provisions  of  Title  IV  of  the  1974 
Trade  Act  are  increasingly  less  relevant  to  contemporary  conditions.  Further,  the  continued 
application  of  the  requirements  of  this  title  magnifies  the  uncertainties  associated  with  U.S. 
business  ventures  in  CIS  countries.  Title  IV  of  the  1974  Trade  Act,  the  Jackson-Vanik 
Amendment,  should  be  repealed. 
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INVESTMENT  AND  THE  INVESTMENT  AGREEMENT 

7.  Conclusion  of  a  Bilateral  Investment  Treaty.  U.S.  firms  already  have  significant 
investments  in  the  CIS  countries.  These  investments,  unfortunately,  do  not  enjoy  the  benefits 
and  protections  of  an  investment  treaty  or  treaties.  The  absence  of  an  investment  treaty 
unnecessarily  increases  the  uncertainties  associated  with  such  investments.  An  investment 
agreement  should  be  implemented  as  soon  as  possible. 

8.  Further*  the  United  States  and  other  Western  governments  should  consider  the  following 
proposals: 


a)  Guaranteeing  private  U.S.  and  other  Western  investments  in  the 
CIS  countries  against  political  risk; 

b)  Providing  interest-free  loans  for  private  investment  in  the  CIS 
countries,  the  interest  to  be  paid  from  foreign  aid  budgets.  These 
loans  could  be  guaranteed  by  Western  parent  companies  and  provided 
by  commercial  banks.  Every  job  created  this  way  in  a  CIS  country 
would  create  three  additional  support  jobs  in  the  investing  countries; 

c)  Allowing  lB-year  tax  holidays  on  repatriated  dividends.  If  the 
investments  are  not  marie,  no  taxes  will  ever  be  collected;  and 

d)  Arranging  for  the  export  finance  facilities  of  the  leading  Western 
countries  (G7  or  OECD)  to  cooperate  in  providing  financial  support 
for  project-related  "packages"  of  equipment,  supplies  and  technical 
support. 

TAX  TREATIES 

9.  Conclusion  of  Tax  Treaties.  In  the  absence  of  such  an  agreement  or  agreements,  U.S. 
companies  run  unnecessary  financial  risks  which  will,  inevitably,  make  them  less 
competitive.  Tax  agreements  should  be  negotiated  and  implemented  expeditiously. 


RT  CONTROLS 


10.  Cutback  of  Export  Controls.  Export  controls  in  excess  of  those  clearly  dictated  by  the 
security  needs  of  the  United  States  jeopardize  important  American  objectives,  namely,  a)  the 
competitiveness  of  American  firms  and  b)  the  development  and  modernization  of  the  CIS 
economies  with  maximum  American  input.  This  is  an  especially  acute  problem  because 
American  policy  has  relied  heavily  on  export  controls  throughout  the  post-World  War  II 
period.  While  some  progress  was  made  in  last  year’s  COCOM  Core  List  Initiative,  the 
largest  industry  sectors  subject  to  controls  -  telecommunications  and  computers  -  continue 
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to  be  restricted  in  providing  the  fundamental  enabling  infrastructure  necessary  to  build 
modem  market  economies.  NAM  urges  the  Administration  and  the  Congress  to  act 
expeditiously  to  remove  these  unnecessary  and  outdated  obstacles  to  trade  with  the  CIS  and 
Baltic  countries.  Their  success  in  doing  so  will  be  an  important  test  of  America’s  ability  to 
adapt  to  new  and  demanding  international  realities. 

11.  Repeal  the  Stevenson  and  Byrd  Amendments.  The  1974  Byrd  Amendment  effectively 
bans  all  agencies  of  the  U.S.  Government  other  than  the  Commodity  Credit  Corporation 
from  extending  loans  or  loan  guarantees  to  the  Soviet  Union.  The  Stevenson  Amendment  of 
1975  places  a  limit  of  $300  million  on  official  credits  and  credit  guarantees  that  are  available 
from  the  Export-Import  Bank  of  the  United  States  to  support  U.S.  exports  to  the  Soviet 
Union.  The  same  amendment  bans  all  such  credits  for  fossil  fuel  production,  processing  and 
distribution  in  the  Soviet  Union,  and  it  places  a  $40  million  limit  on  EximBank’s  ability  to 
support  fossil  fuel  research  and  exploration  projects  in  the  Soviet  Union.  These  restrictions 
are  counterproductive  and  should  be  removed. 

12.  Dedicated  Trim  Bank  Program.  Repeal  of  the  Stevenson  and  Byrd  amendments  is 
important  but  would  not  by  itself  adequately  address  the  export  financing  problems  that  U.S. 
firms  will  encounter  in  the  CIS  market  EximBank  would  still  continue  to  maintain  country 
limits  for  its  own  valid  reasons.  If  Congress  and  the  Executive  Branch  conclude  that  it  is  in 
fact  in  our  national  interest  to  encourage  U.S.  investment  in  connection  with  opportunities  in 
CIS  countries,  then  they  will  need  to  do  much  more.  Specifically,  they  will  need  to  provide 
a  dedicated  program  of  project  financing,  including  loans  and  loan  guarantees  for  the  Baltics 
and  the  Commonwealth  of  Independent  States  that  is  significantly  larger  than  what  is 
currently  allowed  and  more  appropriate  to  the  demand. 

13.  Export  Facilitation  Program,  OPIC  and  TDP.  Current  law  prohibits  the  Overseas 
Private  Investment  Corporation  (OPIC)  and  the  Trade  and  Development  Program  (TDP) 
from  providing  insurance  protection,  project  financing,  and  funding  for  feasibility  studies  for 
U.S.  companies’  projects  in  the  Soviet  Union.  This  prohibition  puts  American  firms  at  a 
disadvantage  in  Russia  and  the  other  republics  relative  to  their  foreign  counterparts  and  tends 
to  discourage  U.S.  investment  in  these  countries. 

14.  There  is  authority  under  the  law  for  the  Executive  Branch  to  waive  these  restrictions,  and 
the  appropriate  waivers  have  been  signed.  This  will  make  it  possible  for  OPIC  and  other 
foreign  assistance  programs  to  be  used  in  connection  with  business  in  CIS  countries.  This  is 
a  welcome  development,  but  it  is  only  temporary.  The  underlying  statutory  prohibitions  on 
OPIC’s  and  TDP’s  support  for  American  projects  in  Russia  etc.  should  be  removed. 


U.S.  GOVERNMENT  SUPPORT 

15.  Government  Support  of  Business  Activities.  The  U.S.  government  should  provide  a 
system  of  support  for  American  business  activities  in  Russia  etc.  that  is  sufficient  to  the 
needs  of  U.S.  firms  doing  business  there  and  comparable  to  the  support  provided  by  other 
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governments  and  available  to  the  foreign  competitors  of  U.S.  private  companies.  At  a 
minimum,  this  will  mean  an  increase  in  the  number  of  U.S.  commercial  officers  in  Russia 
and  the  new  republics,  increased  resources  for  the  dissemination  of  information,  and  in  the 
number  of  U.S.  government  specialists  on  U.S. -CIS  trade  working  in  the  United  States. 

16.  In  view  of  the  dramatic  changes  that  have  occurred  in  the  former  Soviet  Union  and  the 
tremendous  new  challenges  in  that  part  of  the  world,  special  efforts  should  be  made.  The 
following  are  but  examples  of  actions  that  need  to  be  takrar 

a)  Immediate  hiring  of  locally  engaged  personnel  by  official  U.S. 
commercial  offices; 

b)  Posting  of  an  EximBank  representative  in  the  CIS  to  evaluate  proposals 
and  expedite  financing; 

c)  establishment  of  a  system  to  collect,  translate,  and  disseminate  to  U.S. 
business  all  decrees,  laws,  regulations  bearing  on  the  conduct  of 
business  in  the  CIS  states;  and 

d)  development  of  a  genuine  partnership  between  U.S.  business  and  the 
U.S.  Government  to  promote  American  companies  in  CIS. 

COMMERCIAL  ISSUES 

17.  Payment  for  Goods.  The  U.S.  government  should  work  with  the  governments  of 
Russia,  the  Ukraine  and  the  other  republics  to  ensure  that  contracts  between  American  and 
CIS  persons,  both  public  and  private,  are  fully  honored,  and  that  every  effort  is  made  to 
ensure  that  goods  received  are  paid  for  in  full  and  in  a  timely  manner. 

18.  Review  of  CIS  Pricing.  The  ability  of  Russia,  the  Ukraine,  and  the  other  republics  to 
move  successfully  towards  a  market  economy  will  depend,  inter  alia,  on  their  ability  to  allow 
prices  to  guide  the  allocation  of  resources.  Until  such  time  as  true  market  economies  have 
been  established  in  the  CIS  republics,  the  prices  of  exports  from  those  countries  are  likely  to 
be  challenged  as  artificial  or  unfair.  The  U.S.  Administration  should  address  this  problem 
now  by  examining  CIS  export  pricing  and  by  working  with  the  CIS  countries  to  ensure  that 
their  exports  are  introduced  into  the  global  trading  system  in  a  manner  that  does  not 
adversely  affect  traditional,  market-based  pricing  mechanisms. 


TECHNICAL  ASSISTANCE 

19.  Pursuit  of  Sectoral  Projects.  NAM  encourages  U.S.-Soviet  bilateral  projects  in  specific  _ 
sectors,  including  technical  assistance,  where  such  projects  can  be  beneficial  to  the  firms  in 
those  sectors.  In  this  context,  NAM  endorses  the  bilateral  cooperation  in  the  energy  sector 
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that  was  inaugurated  in  Moscow  in  July,  1991,  and  looks  forward  to  further  actions  to  realize 
this  goal.  Similar  efforts  in  other  sectors  could  be  rewarding  for  American  firms  and  should 
promote  CIS  development.  These  sectors  include,  but  are  not  limited  to,  transportation, 
telecommunications,  environmental  protection,  including  nuclear  safety  equipment,  printing 
and  publishing,  health  care,  and  sectors  associated  with  CIS  efforts  to  convert  from  defense 
to  production  for  civilian  markets. 

20.  In  general,  technical  assistance  needs  to  be  oriented  toward  enabling  U.S.  companies  to 
provide  the  necessary  infrastructure,  education,  management,  training  and  technology  that  the 
former  SovietUnion  will  require  as-  it  makes  the  transition  to  a  modern,  market  economy. 

The  best  teachers  of  the  fundamental  elements  of  capitalism  are  the  practioners  themselves. 
American  business  wants  to  play  this  role  and  would  need  relatively  little  assistance  from  the 
U.S.  Government  to  do  so.  The  likelihood  that  America  aid  will  be  used  effectively  and 
productively  is  greatly  enhanced  when  American  business  shares  in  the  risk  and  in  the 
investment 

21.  More  specifically,  new  questions  about  technical  assistance  have  arisen  as  a  result  of  the 
disestablishment  of  the  Soviet  Union.  American  firms  need  to  know,  for  example,  whether 
funds  for  technical  assistance/feasibility  studies  will  be  available  for  all  of  the  republics  of 
the  former  Soviet  Union  or  only  for  some. 


CURRENCY  AND  RELATED  ISSUES 

22.  Ruble  Convertibility.  It  is  unfortunate  but  true  that  commerce  with  the  CIS  countries 
will  continue  to  be  both  inefficient  and  artificial  until  such  time  as  the  ruble  and  any  other 
currencies  that  may  be  introduced  are  stable,  "hard*  currencies. 

23.  In  conjunction  with  other  industrialized  nations  and  the  appropriate  international 
organizations,  the  United  States  should  provide  such  assistance  as  it  can  to  further  the  goals 
of  stable  and  convertible  currencies  throughout  the  Commonwealth  of  Independent  States. 

24.  Ruble  Exchange  Rate.  As  Russia  and  the  other  CIS  states  move  toward  internal 
convertibility,  it  is  important  that  a  more  realistic  exchange  rate  be  established  for 
commercial  transactions.  Ultimately,  there  should  be  only  one  exchange  rate,  but  steps 
should  be  taken  immediately  to  establish  a  more  equitable  and  realistic  official  exchange  rate 
that  does  not  discriminate  against  foreign  companies,  and  thereby  discourage  foreign 
investment 

25.  Ruble  As  A  Medium  Of  Exchange.  Foreign  firms  should  be  permitted  to  pay  local 
expenses  in  local  currency. 
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26.  IMF  And  World  Bank.  The  U.S.  government  should  work  to  promote  the  membership 
of  the  CIS  countries  in  the  International  Monetary  Fund  and  the  International  Bank  for 
Reconstruction  and  Development  and  then  to  ensure  that  the  resources  of  these  institutions 
are  effectively  brought  to  bear  on  the  economic  problems  affecting  the  former  Soviet  Union. 


ACTIONS  NEEDED  IN  CIS  COUNTRIES 

26.  There  are  a  number  of  steps  that  will  need  to  be  taken  if  the  efforts  of  Russia  and  the 
other  CIS  republics  to  move  toward  market. economies,  and  to  attract  investment  from  the 
United  States  and  other  countries,  are  to  be  successful.  The  U.S.  government  should  do  all 
that  it  can  to  encourage  the  CIS  countries-  to  take  die  following  actions: 

ISSUES  AND  ACTIONS  FOR  THE  CIS  REPUBLICS 

a)  Establish  (enact  and  implement)  a  normal  legal  and  commercial 
environment  as  quickly  as  possible,  including  clear  laws  and  procedures 
on  property  rights,  privatization,  customs,  special  trade 

zones,  product  registration,  taxation,  and  intellectual  property. 

b)  Make  the  currencies  of  the  CIS  convertible;  in  the  interim,  establish 
more  realistic  commercial  exchange  rates,  and  allow  foreign  firms  to 
pay  expenses  in  local  currencies. 

c)  Establish  a  modem  banking  system  and  practices  to  support  market 
development  and  the  commercial  activities  of  Western  firms. 

d)  Clarify  as  quickly  and  as  publicly  as  possible  the  authorities  and 
responsibilities  of  officials  at  all  levels  of  government. 

e)  Make  clear  which  authorities  control  which  natural  resources  and  the 
approval  processes  that  may  be  necessary  for  their  development  by 
foreign  investors. 

f)  Negotiate  clear,  functional  and  non-discriminatory 
commercial  relations  among  the  republics. 

g)  Develop  and  make  available  information  on  prospective  business 
partners  for  Western  firms,  leadership  changes,  and  documentation 
requirements. 

h)  Modernize  basic  infrastructure  -  both  transportation  and  enabling 
inffastruction,  such  as  the  telecommunications,  and  financial  systems. 


NAM 

February  14,  1992 
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NATIONAL  FOREIGN  TRADE  COUNCIL,  INC 


1625  K  STREET.  N.W.,  WASHINGTON,  DC  20006 


Tel:  (202)  887-0278 


FAX:  (202)  452-8160 


February  21,  1992 


Mr.  Franklin  J.  Yargo 
Deputy  Assistant  Secretary  for  Europe 
Department  of  Commerce 
Room  3862 

Washington,  D.C.  20230 
Dear  Frank: 

The  National  Foreign  Trade  Council  has  been  pleased  to  participate  in  your 
review  of  barriers  to  U.S.  private  investment  in  the  former  Soviet  republics. 
Our  member  companies  believe  that  facilitation  of  comnerce  by  removing  these 
barriers  on  both  sides  is  a  matter  of  the  greatest  national  interest. 

Cl)  By  any  standard  the  inconvertibility  of  the  ruble  poses  the  major 
obstacle  to  U.S.  investors  by  forcing  companies  to  find  ways  of  repatriating 
profits  through  counter -trade. 

It  is  important  that  efforts  to  solve  this  central  problem  not  make  matters 
worse.  One  example  is  an  export  tariff  recently  imposed  by  Russia  based  on 
the  weight  of  the  commodity  being  exported.  For  companies  repatriating  profits 
in  bartered  goods  this  measure,  clearly  intended  to  increase  hard  currency 
reserves,  can  bring  trade  to  a  halt. 

Another  example  is  the  effort  of  the  Russian  republics  to  form  a  hard 
currency  reserve  by  requiring  companies  to  sell  nearly  half  their  hard  currency 
proceeds  at  a  devalued  coirmercial  exchange  rate.  The  effect  of  these  measures 
is  to  produce  a  conmercial  exchange  rate  which  is  almost  50%  less  than  the 
market  fate. 

Economic  policy  officials  in  the  CIS  republics  are  receiving  a  great  deal 
of  advice  from  many  sources.  We  believe  it  is  very  important  that  the  U.S. 
government  attempt  to  interpret  this  advice  to  them  in  the  best  interests  of 
economic  stabilization. 

(2)  The  emerging  banking  system  In  the  CIS  republics  must  have  mechanisms 
for  prioritizing  utilization  of  hard  currency  and  improved  methods  of  assuring 
it  is  put  to  good  use. 

(3)  The  absence  of  an  adequate  statistical  base  on  the  former  .Soviet  econo¬ 
my's  hard  currency  reserves,  foreign  trade  and  foreign  assets  an# liabilities 
poses  an  important  impediment  to  doing  business. 

(4)  Updating  regulations  governing  joint  venture  regulations  in  the 
Republics  which  clarify  key  operational  business  matters  such  as  dispute  resolu¬ 
tion  procedures  is  important. 
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Although  the  most  formidable  obstacles  to  doing  business  in  the  CIS 
republics  lie  on  their  side,  the  obstacles  posed  by  U.S.  policy  and  law  should 
be  more  amendable  to  change: 

(1)  Most-favored -nation  status  should.be  extended  as  quickly  as  possible  to 
the  Republics,  either  on  the  basis  of  the  1990  U.S., -Soviet  trade  agreement  or  on 
the  basis  of  exempting  .them  from  the  Jackson -Van  11c  provision  of  the  1974  trade 
act,  as  was  done  with  the  Baltic  states. 

(2)  OPIC  agreements  should  be  negotiated  quickly  to  make  those  programs 
available  to  prospective  U.S.  investors.  Private  investment  on  a  sound  commercial 
basis  should  be  encouraged. 

(3)  U.$.  export  finance  programs  should  play  an  Important  role  in  deve¬ 
loping  the  CIS  market.  Specifically  the  Byrd  and  Stevenson  amendments 
restricting  Exlmbank  operations  there  should  be  repealed.  Levels  of  funding  for 
Exlmbank  will  also  have  to  be  significantly  increased  If  this  program  Is  to  have 
an  Impact  on  CIS. 

(4)  The  Trade  and  Development  Program  should  play  a  vitalized  role. 

(5)  The  U.S.  should  resume  negotiation  for  a  tax  agreement  and  an  invest¬ 
ment  protection  agreement  at  the  earliest  possible  time. 

(6)  Export  control  restrictions  on  the  former  Soviet  republics  should  at 
least  be  brought  Into  line  with  the  "green  line"  standard  used  for  China. 

Many  thanks  for  Including  us  In  your  review  process. 


Sincerely, 


J.  Daniel  O'Flaherty 
Vice  President 
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Trade  and  Economic  Council,  Inc. 


William  D.  Forrester 
President 


February  14,  1992 


Mr.  Franklin  J.  Vargo 
Deputy  Assistant  Secretary  for  Europe 
US  Department  of  Commerce 
Via  FAX 

Dear  Frank: 

I  am  pleased  to  respond  to  your  request  for  input  from  our  membership  about  the  most 
serious  obstacles  to  expanding  trade  with  the  former  Soviet  Union. 

In  talking  to  our  members,  a  number  of  things  have  been  mentioned  repeatedly.  First, 
the  lack  of  a  Trade  Agreement,  a  Tax  Treaty,  and  an  Investment  Protection  Treaty. 

Full  resolution  to  this  situation  will  take  time;  there  are  the  well-known  problems  with 
the  legal  logistics  of  ratifying  the  Trade  Agreement,  and  the  Taxation  and  Investment 
Protection  Treaties  are  yet  to  be  completed.  But  in  the  meantime,  there  are,  I  hope, 
unilateral  actions  on  the  part  of  the  US  government  that  could  be  taken  immediately 
and  which  would  be  very  meaningful.  These  include  granting  of  Most-Favored  Nation 
status  to  the  CIS  states,  plus  the  suspension  of  the  Jackson-Vanik  and  Stevenson 
Amendments.  These  steps  would  eliminate  the  prohibitive  tariffs  and  lack  of  access  to 
trade  financing,  creating  at  least  the  basis  for  a  normalized  trading  relationship  with 
Russia  and  the  other  republics  and  putting  U.S.  business  on  more  level  ground  with  its 
European  and  Japanese  competitors. 

In  addition  to  removing  legal  obstacles,  the  government  should  develop  effective  provi¬ 
sions  for  credit  for  American  companies.  Governments  in  Europe  and  the  Far  East 
routinely  provide  that  type  of  support  for  their  companies,  and  these  are  often  US 
firms'  primary  competitors  for  international  markeis.  One  major  US  company,  for 
example,  struck  deals  in  Russia  and  Ukraine,  but  had  to  go  to  a  German  bank  for 
financing  —  and  that  bank  required  that  at  least  75  percent  of  production  come  out  of 
Germany. 

Another  impediment  is  the  nonconvertibility  and  instability  of  the  ruble,  which  makes  it 
extremely  difficult  to  do  business  in  the  markets  of  the  former  Soviet' fepublics.  Full 
ruble  convertibility,  too,  is  something  that  cannot  be  changed  immediately.  But 
progress  toward  that  goal  should  be  actively  pursued.  The  United- States  government 
should  give  serious  consideration  to  helping  the  Russians  in  establishing  a  ruble  sta¬ 
bilization  fund,  and  at  the  same  time  it  should  do  everything  it  can  to  support  full 
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IMF  membership  for  the  former  Soviet  republics  as  a  means  to  help  them  stabilize  the 
currency,  a  necessary  precursor  to  convertibility. 

Also,  a  reliable  mechanism  is  necessary  for  repatriation  of  profits  earned  by  foreign 
companies  and  joint  ventures.  No  company  is  going  to  risk  substantial  investment  if  it 
cannot  anticipate  any  return  on  that  investment,  and  that  requires  the  ability  to  repatri¬ 
ate  profits  freely  and  also  the  trust  that  the  ability  to  repatriate  will  not  be  subject  to 
revocation  or  change. 

Finally,  there  are  significant  difficulties  relating  to  legislation  throughout  the  former 
Soviet  Uiiion.  Laws  are  constantly  changing,  and  there  are  no  guarantees  that  agree¬ 
ments  concluded  in  one  legislative  environment  will  not  later  be  subject  to  tax  and  other 
provisions  that  render  them  unprofitable  or  even  unworkable.  A  significant  example 
here  is  the  recently-enacted  requirement  that  40  percent  of  hard  currency  receipts  must 
be  turned  over  to  the  Russian  government  at  an  artificially-low  exchange  rate,  which 
apparently  applies  equally  to  domestic  businesses  and  to  joint  ventures  with  foreign 
participation.  The  enactment  of  such  laws  functions  as  a  serious  deterrent  to  other 
companies  involved  in  or  contemplating  the  creation  of  business  ventures.  Foreign 
businesses  must  have  confidence  in  the  terms  they  negotiate,  or  they  will  simply  move 
to  other  markets  where  the  rules  are  not  subject  to  change. 

In  addition,  there  is  a  chaotic  feeling  that  attaches  to  the  legal  situation  in  general,  in 
part  because  it  seems  that  there  are  many  internal,  unpublished  laws  and  decrees  being 
enacted;  foreign  companies  must  consequently  spend  an  inordinate  amount  of  time  just 
trying  to  find  out  what  the  rules  are.  What  is  needed  is  some  reliable  functioning 
source  of  current,  accurate  information  on  laws  and  regulations  in  force  and  due  to 
come  into  force. 

These  represent  the  most  consistently-voiced  problems. 


Cordially, 


WDFihph 
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Executive  Summary 


The  American  Committee  on  U.S. -Soviet  Relations  and  the 
Geonomics  Institute  have  sponsored  this  report  comparing 
American  foreign  economic  policy  toward  me  Soviet  Union  with 
that  of  the  other  G-7  countries,  Austria,  Finland,  and  Sweden. 
The  breakup  of  the  Soviet  Union  following  the  aborted  coup  in  August 
and  the  formation  of  the  Commonwealth  of  Independent  States  in 
December  have  had  a  major  impact  on  both  U.S.  foreign  economic  policy 
and  U.S  business.  The  many  critical  political  and  economic  issues  cannot 
be  easily  or  quickly  settled.  However,  the  American  Committee  and  the 
Geonomics  Institute  believe  the  pace  and  impact  of  these  changes  call  for 
a  thorough  review  and  discussion  of  pas:  U.S.  foreign  economic  policy 
goals  and  instruments,  particularly  with  respect  to -those  policies  that  have 
hindered  the  expansion  of  U.S.-Soviet  trade  and  commercial  relations. 

The  purpose  of  this  study  was  to  examine  why  U.S.  firms  lag  well  behind 
their  European  and  Japanese  counterparts  in  the  Soviet  market.  American 
corporate  leaders  often  claim  that  one  of  the  major  obstacles  in  doing 
business  in  the  Soviet  market  is  the  lack  of  a  “level  playing  field’  due  to 
American  foreign  economic  policy  constraints.  This  report  lays  out,  for 
the  first  time,  the  basis  for  this  daira  and  examines  the  reasons  why  U.S.- 
Soviet  trade  has  been  generally  insignificant,  except  for  grain  and  other 
agricultural  exports. 


This  report  compares  U.S.  trade,  commercial  policies,  and  relations  with 
the  former  Soviet  Union  vis-a-vis  Germany,  Japan.  Iuiy,  France,  Great 
Britain,  Canada,  Austria,  Finland,  and  Sweden.  It  examines  the  following 
three  questions: 


A  Is  the  current  political  and  economic  chaos  in  the  republics  and  Baltic 
states  a  major  constraint  for  American  firms  compared  to  foreign  firms 
that  do  business  there? 


B.  Are  there  significant  foreign  economic  policy  differences  between  the 
United  States  and  Western  Europe  and  Japan  that  can  explain  our  lack 
of  substantial  involvement  in  the  Soviet  market? 

C  Are  American  business  attitudes  and  roles  a  major  reason  for  our  lack 
of  substantial  involvement  in  the  Soviet  market? 


Major  Findings 

First,  while  there  is  a  great  deal  of  confusion  about  whom  to  deal  with  in 
the  Soviet  market,  most  American  business  leaders  believe  that  this 
situation  will  eventually  be  resolved-  Interview*  with  over  80  U.S.  business 
representatives  and  other  experts  indicate  that  most  US.  firms  that  are 
involved  in  the  Soviet  market  recognize  that  they  must  make  a  long-term 
commitment  to  work  side-by^ride  with  Soviet  partners. 

American  business  can  now  deal  directly  with  the  republics,  the  local 
authorities,  and  the  individual  managers  of  plants,  state,  and  private 
enterprises.  This  is  viewed  as  a  very  positive  change  by  U.S.  firms. 

Internal  political  and  economic  instabilities  that  are  examined  in  this 
report  present  formidable  short-term  constraints  to  doing  business  there. 
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Mott  American  CEOs  believe,  however,  that  these  difficulties  will  be 
resolved  over  time. 

Is  fact,  all  of  our  major  foreign  trading  partners  and  competitors  in  the 
Soviet  market  face  the  same  constraints.  Consequently,  internal  Soviet 
constraints  cannot  explain  why  U.S.-Soviet  trade  is  so  low  —  less  than  0.5 
percent  of  total  US*  trade  in  1990.  In  1990,  trade  with  the  Soviet  Union 
constituted  2 >5  percent  of  German  total  trade;  almost  2  percent  of  Italian 
total  trade;  1.13  percent  of  Japanese  total  trade;  and  over  1  percent  of 
French  total  trade.  Onlv  Canada  and  Great  Britain  have  approximately  the 
same  lower  level  of  crane  with  the  Soviet  Union  as  the  United  States. 

Second,  this  report  finds  five  major  policy  differences  among  these 
countries. 

1.  The  United  States  is  the  only  major  country  that  has  not  yet  finalized  a 
trade  agreement  with  the  Soviet  Union  that  provides  Most-Favored- 
Natiou  treatment.  The  new  U.S.-Soviet  Trade  Agreement  is  expected  to 
be  ratified  and  implemented  by  the  United  States  and  the  central 
government  (if  still  appropriate)  and/or  the  republics  in  1992.  The 
U.S.  Congress  has  approved  the  agreement,  and  President  Bush  signed 
it  on  December  9,  1991.  The  Ad  minis  era  don  had  expected  to  send  it  to 
the  Soviet  of  the  Republics  (the  upper  chamber  of  the  Supreme  Soviet) 
for  ratification,  although  this  may  change  depending  on  the  po  lid  cal 
situadon. 

2.  The  United  Sates  is  one  of  only  two  major  countries  that  does  not  have 
an  investment  guarantee  treaty  with  the  Soviet  Union;  and  it  is  one  of 
the  few  that  has  not  updated  its  tax  treaty  since  1985.  The  Department 
of  Commerce  says  that  both  of  these  treades  are  still  being  negotiated 
and  that  they  are  now  “In  the  Soviets’  hands’  awaiting  their  acnon  and 
response. 

3.  While  all  of  the  countries  studied  in  this  report  abide  by  COCOM 
regulations,  there  appear  to  be  significant  differences  among  these 
countries  in  their  bureaucradc  processes  for  approving  export  licenses 
to  the  Soviet  Union.  The  President  and  the  White  House  have  said  that 
there  should  no  longer  be  any  major  constraints  on  high-technology 
exports  to  the  former  Soyiet  Union,  except  for  certain  sensitive 
technologies.  However,  this  message  does  not  appear  to  have  reached 
lower-level  bureaucrats  in  the  Department  of  Defense. 

American  companies  complain  about  the  Department  of  Defense's 
bureaucradc  inertia  in  implemendng  the  modified  and  shortened 
COCOM  list.  This  inertia  delays  U.S  businesses'  ability  to  complete 
commercial  transactions  in  a  timely,  effective  manner  and  greatly 
affects  our  ability  to  compete  in  the  Soviet  market. 

4.  United  States  policy  on  providing  risk  insurance  is  currendy  being 
revised.  OPIC  does  not  yet  provide  the  same  level  of  risk  insurance  that 
foreign  governments  do  for  their  companies.  The  US.  Export-Import 
Bank  is  still  limited  to  a  total  exposure  of  $300  million  in  the  Soviet 
market,  although  this  policy  is  also  under  review  by  the  Administration. 


47 


According  to  the  U.S.  companies  surveyed  for  this  report,  the  mayor 
economic  constraint  to  doing  business  in  the  former  Soviet  Union  is 
the  lack  of  financing.  Foreign  companies  do  not  face  this  constraint 
the  same  way  because  their  governments  provide  more  financial 
assistance  and  support. 

5.  One  of  the  Soviets’  major  requests  for  Western  aid  is  in  the  area  of 
technical  assistance.  This  includes  the  provision  of  management ' 
training  and  other  types  of  professional  expertise.  The  United  States  is 
lagging  behind  other  countries  in  providing  this  type  of  help.  The  only 
training  program  sponsored  by  the  federal  government  is  the 
Department  of  Commerce  program  implemented  last  fall.  This 
program,  Soviet  American  Business  Internship  Training  (SABIT), 
places  Soviet  managers  with  American  corporadons  for  internships  of  3 
to  6  months.  In  contrast,  the  Germans  have  already  provided  over  $1 
billion  in  training  for  Soviets,  boch  in  the  Soviet  Union  and  through 
internships  in  Germany. 

Third,  interviews  and  meetings  with  U.S.  business  leaders  and  other 
experts  indicate  that  there  may  be  a  difference  between  the  general 
aedrudes  of  U.S.  business  toward  the  Soviet  market  and  the  atucudes  of 
foreign  business  leaders.  Many  CEOs  complain  that  they  are  unable  to 
take  a  long-term  perspective  toward  the  Soviet  market,  because  they  need 
to  satisfy  their  company's  shareholders  who  require  that  they  show  profits 
on  a  short-term,  quarterly  bads.  American  business  executives  may  also  be 
more  conservative  (risk-averse)  than  European  and  Japanese  business 
executives,  who  are  able  to  take  more  risks  in  the  Soviet  market  because 
their  governments  share  these  risks  with  them. 

The  U.S.  foreign  economic  policy  constraints  strongly  demonstrate  that 
American  business  does  not  have  a  “level  playing  field*  vis-a-vis  our  major 
allies  and  competitors  in  the  Soviet  market.  To  correct  this  situation,  all 
of  the  American  business  leaders  who  were  interviewed  for  this  report 
support  the  following  major  policy  recommendations: 

•  Immediate  ratification  of  the  U.S.«Soviet  Trade  Agreement 
which  extends  MFN  status  to  the  Soviet  Union  and  Immediate 
ratification  of  the  U.S.  Trade  Agreement  with  die  Baltic  states. 

•  Repeal  of  the  Jackson-Vanik  Amendment 

•  Repeal  of  the  Stevenson /Byrd  amendments  that  limit  the  U.S.  Export- 
Import  Bank  credits  to  the  Soviet  Union  to  $300  million. 

•  Expand  the  role  of  the  Overseas  Private  Investment  Corporation 
(OPIC)  to  provide  greater  levels  of  risk  insurance. 

•  Repeal  the  Johnson  Debt  Default  Acl 

Other  recommendations  from  the  American  business  community 
include: 
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Complete  the  negotiations  currendy  underway  between  the  U.S. 
govemmenc  and  central  Soviet  government  and  republics  on  the 
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establishment  of  the  bilateral  investment  protection  guarantee  and  tax 
treaties. 

•  Establish  procedures  to  expedite  visas  for  Soviet  business  people  to 
travel  to  the  United  States. 

•  Support  membership  for  both  the  union  and  republics  in  the 
International  Bank  for  Reconstruct! on  and  Development  (IBRD)  and 
the  International  Monetary  Fund  (IMF). 

•  Set  up  an  interagency  task,  force  within  the  Administration  (or  a  nev 
high-level,  Easi-West  coordinating  body)  to  coordinate  U.S. 

policy  with  IMF/IBRD.  and  the  G-7  countries  —  and  most  importantly 
to  coordinate  with  leaders  of  the  republics. 

•  Develop  an  ongoing  dialogue  among  representatives  of  U.S. 
government,  business,  ana  academia  to  reduce  the  constraints 
faced  by  U.S.  business  in  the  Soviet  market. 

•  Provide  more  government-backed  financing  for  projects  in  the  Soviet 
market  through  the  U.S.  Export-Import  Bank  and  Commodity  Credit 

•  Revise  the  UB.  export  licensing  process  under  COCOM  so  that  the  U.S. 
Department  of  Defense  is  involved  only  in  monitoring  for  export  trends 
and  compliance.  (The  business  community  wouid  like  to  have  a  much 
shorter  list  of  truly  sensitive  items  controlled.) 

•  Encourage  cooperation  among  U.S.  government,  business,  and 
academia  to  develop  creative  alternative  financing  structures  or 
mechanisms  to  provide  the  necessary  financial  support  for  U.S.  business 
in  the  Baltics  and  republics. 

•  Encourage  cooperation  among  U.S.  government,  business,  universities, 
and  other  organizations  to  provide  technical  assistance  to  the  republics 
and  the  Baltics.  Such  assistance  would  include  training  for  managers, 
development  and  implementation  of  laws  and  regulations,  and 
privatization,  especially  with  respect  to  defense  conversion. 

•  Apply  federal  programs  that  have  previously  been  established  for 
Central  and  Eastern  Europe  to  the  republics  and  Baltics.  Such 
programs  would  include  the  Department  of  Commerce’s  project, 
“Consortia  of  America  Business,*  to  provide  office  support  and  facilities 
primarily  for  small  and  mid-sized  U.S.  companies  in  major  cities  in  the 
republics  and  Baltics,  and  establish  an  enterprise  fund  and  other  seed- 
type  funding. 

•  Set  up  special  program (s)  to  assist  small  business  in  the  republics  and 
Baltics,  such  as  special  counseling  centers  in  urban  areas  and  training 
by  retired  CEOs. 

•  Provide  more  trained  foreign  commercial  officers  in  Moscow  and 
establish  additional  U.S.  commercial  offices  in  other  cities  throughout 
the  republics,  such  as  in  Tashkent  and  Vladivostok. 
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Historically,  U.&  -Soviet  trade  ha*  been  quite  small  for  a  variety  of  political 
and  military-security  reasons.  Compared  to  our  Western  European  allies, 
who  tend  to  be  more  pragmatic  in  their  trade  relations  with  die  Soviets, 
the  United  States  has  more  often  used  trade  as  a  “stick"  to  force  the 
Soviets  to  change  undesirable  policies  and  practices  that  we  do  not 
support  (such  as  restricted  emigration)  than  as  a  “carrot"  to  induce 
changes. 

The  United  States  has  an  important  stake  in  the  outcome  in  the  republics 
and  the  Baltics,  so  it  is  in  our  national  interest  to  become  more  involved, 
both  in  the  public  and  private  sectors,  to  create  a  “level  playing  field*  and 
to  support  and  facilitate  economic  reform  in  the  republics  and  Baltics. 

The  American  Committee  and  the  Geonorrucs  Institute  believe  U.S. 
government  and  business  now  have  an  historic  opportunity  to  forge  a  new 
partnership  and  to  reshape  American  foreign  economic  policy  to  meet 
the  changing  needs  and  realities.  This  report  lays  out  the  basis  for  this 
new  partnership. 
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